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MEDICAL EDUCATION FUNDING BY MEDICARE 



MONDAY, OCTOBER J, 1984 

, u.s. senate, 
Subcommittee on Health, 
* Committee on Finance, 

• Washington, DC. 
The committee met, pursuant to notice, at % p.m., in room SD- 
215, Dirksen Senate Office* Building, Hon, David XSurenberger 
(chairman) presiding. 
Present: Senator Durenberger. 

[The press releases announcing the hearing, the opening state- 
ment of Senator Djirenberger, and a background paper prepared by 
the committee staff fallow:] . * 1 ■ " 

[PfMi Itet No. 84-16$) 

Ssnatk Finance SuBCOMMrnw on Health Srrs Hearing on Medicai/ Education 
Funding by thk Medicare Program 

Senator Dave Durenberger (R, Minn.), Chairman of the Subcommittee on Health 
of the Senate Committee on Finance, announced today that the subcommittee will 
hold a hearing on the status of medical education funded under the Medicare pro- 
gram, * 

The hearing will be held on Friday, September* 21, beginning at 10 a.m. in Room 
SD-21 5 of the Dirksen Senate Office Building. 

In announcing the hearing Senator Durenberger noted that, "When the Congress 
created the new prospective payment system for inpatient hospital services* under 
medicare, cost reimbursement was retained for medical education and capital/' In 
% doing so, however, the Congress indicated a clear intent to consider new payment 
mechanisms for capital-related coats incurred after October of 1986. No such intent 
was expressed or implied with respect to either direct or indirect medical education 
costs. In fact, the so-called "medical education indirect cost pass-through" was not 
only retained but doubled because of our concern that the current diagnosis-related 
groups payment mechanism may not fully reflect the more intensive cases, pre- 
sumed to be attracted to this Nation's teaching hospitals. The current method of 
financing medical education costs under the medicare program may or may not be 
the best or only way to do so. In fact, there is no intent off our part to accept the 
status quo without question. Certainly, in fulfilling our oversight responsibility and, 
in order to chart a course for 'the future, it m important to understand how the 
system is working. The purpose of this hearing is to do just that The Subcommittee 
would like to review the current financing mechanism from tlfce standpoint of which 
problems it has solved, it may have created, or it may have overlooked. 

Senator Durenberger stated that the Subcommittee is interested in hearing from 
the Administration with respect to an overview of the current financing mechanism; 
and the medical education community with respect to what tfrey believe to be the 
benefits and the problems with the present system and the objectives that will have 
to be met no matter what the financing mechanism. The Subcommittee is not inter- 
ested at this time in any new financing mechanism but rather as complete an un- 
derstanding as is possible for the present one. 



2 



Sknatk FrsANrK Sijhc^mmittok on Hkalth Rkschkouus Hearinggn Medical 

Education Funding- by the Medicare Program 

* . i 

[Vrrm K*l*m* No. 84-l6», HmvM] 

Senator Dave Durenberger <R., Minn.), Chairman of the Subcommittee on Health- 
of the Senate ComVnittee on Finance announced today that the hearing which had 
been scheduled for Friday, September 21, 1984 at 10:00 a.m. has been rescheduled. 

The hearing will be held at 2 p.m. on Monday, October 1, 1984 in Room SD-215 of 
the Dirksen Senate Office Bijilding. 

> 

Statement by Senator Davk Dukknbkkgkk, Chairman gi* Health Si^jcommittke < 

The Social Security Act Amendments of 1983, provided for radical reform in the 
payment of hpspitf Is under Part A of the Medicare Program. The new prospective 
payment system mandated by the act was designed to phase-in over a 3-year period. 
By the end of the phase-in, the Medicare rates for hospital* will be set according to 
a national average payment per diagnosis-relate? grouping. 

In recognition of the disparate locations and service and training mix for hospi- . 
tals, the Congress provided under the new scheme for urban and fural variations in 
payment; pass-throughs for hospital incurred capital costs; and pass-through for the 
direct costs allocated with graduate medical education and other clinical training 
activities. An additional adjustment was allowed for the indirect costs of graduate 
medical education incurred by teaching hospitals. 

This adjustment for indirect medical ^education expenses account^ for the high 
caste of teaching hospitals due to factors such as a .sick patient load, a more elabo- 
rate and expensive medical technological capacity, and those additional costs allo- 
cated with the training of residents; The ORG system, used for Medicare prospective 
payment, is relatively insensitive to%everity of illness so this indirect expense i#in 
part a prdxy for severity. As improved methods of establishing severity-are devised, 
these development* will be incorporated into the overall ORG payment system. 
These refinements will make some portion y f this indirect^expense unnecessary. The 
remainder of the adjustment, based on broad assumption, about* the nature of teach- 
ing hospitals, also requires close scrutiny. 

Congress has set the end qf the phase-in period for prospective payment 2 years 
from today, as the deadline for setting in place a new methodology under which the 
capital portion of hospital expense will be, paid by Medicare. Events now requires we 
do the same with the Medicare funding fo§ the -direct and indirect expenses for 
graduate medical education and other clinical training activities. The hearing today 
is a first step in that process/ 

Let me share with you several reasons why 1 believe the direct graduate medical 
education pass-through, as we now know it, will be eliminated within 2 years, and 
the indirect adjustment for medical education expenses will require refinement. 

First, the pressure to reduce the Federal deficit combined with the impending 
bankruptcy of the Medicare trust fund demand and end to these types of open-enclea 
subsidies. There are only three ways to reduce the costs of Medicare to the Federal 
Treasury. These are to reduce payments for Medicare services to providers, to in- 
crease cost sharing for Medicare beneficiaries, and to increase taxes 'for all of us. I 
assurer you, before additional cost sharing is considered, the beneficiaries will place 
great pressure on the Congress to eliminate subsidies paid both under part A and 
part B to providers. * 

It is worth noting that Medicare covers only half of the total health care costs of 
the elderly and disabled, and we know from members of the Council of Teaching 
Hospitals, the -group of the largest teaching hospitals, that 70* percent of the support, 
for the direct costs of residents came from patient care revenues. These two figure* 
will not be lost on these involved as the debate over cut-backs begins to intensify. 

Second, traditionally, third-party payors have been willing to inclyde graduate 
medical education as justified expense in paying teaching hospitals. At the same 
time, though, insurance plans placed no significant incentives for patients to seek or 
use lower cost medical facilities. Both these factors are changing in the current en- 
vironment. * 

In a competitive marketplace, third party payors andjpternative delivery systems 
are less willing to pay for graduate medical education ajyijbre steering plan mem- 
bers away from the more expensive teaching institutions. * - ' t 

These trends were illustrated for me at ajecent conference 1 attended in Minne- 
apolis on the financing of graduate medical EfUcatibn.* Afc one attendee, who heads a 
major HMO in the Twin Cities put it, 'They (the HMOs) want to purchase only 
those services which directly bene/H their patients." It was obvious from his rfe- 
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marks* and other* we heard that the now environment is not supportive o£ the 
status quo for graduate medical education or teaching hospitals. 

It is important to stress in the developing health care environment that it is not 
only the HMO's ahd PPO s wjiich will be placing the squeeze on teaching institu- 
tions. The consumer will-'bepn to be^plaver, also! To cut costs, employers are now 
increaseing cost sharing for employees. This trend is likely to spee<{ up as efforts in 
the Congress' contrive* next year to oap the burgeoning tax subsidies, now over 
billion provided for employee paid health insurance, AjBTtoore of the costs of services 
arc* covered by individuals, they will be ]ess> prone to seek the services of high cost 
teaching institutions., - ' %\ 

• AH of this is not to say that either physician training or the unique set of 'tertiary 
services provided by teaching hospitals is unnecessary. However, it does reflect the 
fact that Americans are going %o oe less* willing to pay for either of these activities 
from their prt?mium dollar. Therefore, we now have a tough set of Questions to 
answer— who will take responsibility for graduate medical education, and how much 
will we pay for it?- \ ■ * 

Third, as we learned last Friday frorn our hearing, we have as of yet failed to 
resolve the tough question* of "responsibility" for our indigent health care problem. 
It was pointed out at the hearing that the courts are beginning to settle this issue 
for u£. Bui, I feel strong^ it is the Congress together < with ^the other governmental 
uhits which must take the "responsibility 11 and set explicit policies to assure access 
to quality and cost-effective care for all Americans. 

The solution to financing care for the poor will greatly affect teaching hospitals 
and' the financing of graduate medical education. It should not be assumed as a 
-given that as financing mechanisms are arranged to fund the^ health care of the 
poor that they will either be encouraged or choose to- seek care in teaching hospi- 
tals. 

The Association of American Medical Colleges (AAMC) in its testimony on Friday 
pointed out that the nonfederal Council of Teaching Hospital members incur 35 per- 
cent of the bad debts and 47 percent, of the charity care for the Nation's community 
hospitals. This level of commitment is laudable but it also fits with the need for 
many of the institutions to have teaching material for their student physicians. I 
nave concerns about the provision of care for the poor and whether or not the ^each\ 
ing hospital /is the best environment for them to receive necessary services. 

We*heard on Friday from Dr. Janqlle Goetche\is that the care in teaching hospi- 
tals— 4u least for the poor— lacks continuity and iff depersonalized. Evidence indi- 
cates it is ateo more costly. Today, we should learn more about these issues. . 

Fourth, the deficit crunch we face nAt year will cause the Congress to reexamine 
(fctrrent Federal priorities. Many cuts am likely, and this may mean reductions in 
the Federal funding for undergraduate andfgraduate medical education. " x 

This process may include such "sacred rows 1 ' as the Veterans' Administration 
health expenditures. Currently, the Veterans' Administration hospital system has 
8, (KM) full-time equivalent residency slots and 77 percent of the 172 VA, hospitals 
have affiliation with medical schools. This significant commitment needs to t>° eval- 
uated in light of the health needs of an aging veterans population as well* as the 
constraints we face on Federal appropriations. Limited Veterans' Administration 
uppropriations'must be spent for the good of the beneficiaries first. 

Along the same lines,- the Federal commitment to funding training or* the health 
profession must also always be scrutinized. This year, Titte VII of the Public Health 
Services Act is likely to be reauthorized at levels above the 1984 budget. The author- 
izations are moderate but will need to be revisited n^xt year as we consider overall 
new policies on the financing of graduate medical education. 

Fifths I believe there is a growing concern about Equity and fainness across our 
health care system. We see this concern to some extent between urban and rural 
areas in the determination, of prospective payment rates for Medicare. It may 
become further exacerbated by the Medicare waivers under which high cost States 
have adopted status quo-oriented, all -pay or systems. Under these waivers, the high 
cost .of graduate medical education and care for the economically .disadvantaged is 
locked in for all payors including Medicare. - * 

It is not fair that the cost shift we have experienced in the past to fund graduate 
medical education and care for the poor be structured into the payment "scheme for 
all -payors States while in others the pressure of CTJTh petition ends this same shift, 
instead, we should have explicit (kwernrnent policies- which enable appropriate 
funding for graduate education and the economically disadvantaged. 

These are a few of the reasons we are here discussing medical education today. I 
see a growing consensus that the direct and indirect subsidies for medical education 
have helped produce a substantial surplas of physicians. THis surplus has brought 
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^with it inflated, economic returns to certain specialties without solving many'of our 
problems of maldistribution* of physicians by specialtyiind geography. / 

The issue of financing graduate* medical education is definitely on the "front 
burner". The Department of Health and Haman Services has contracted with / 
Arthur Young to do a major analysis of graduate medical .education costs. This / 
study, due this fall, is iate but we should begin to get preliminary results over the 
next 12 months. The Commonwealth Fund has commissioned a set of thought/ 
papers on graduate medical education and the cost of teaching hospitals. These 
papers should b^ completed early next year and will provide an important resource. 
Finally, and most importantly, the AAMC has appointed a committer to reexamine 
k the policy of the academic medicalPcomm unity for financing graduate medical edu- 
cation. I look forward to the options which this committee will present. 

The hearing today will provide us with important background on medioal educa- 
tion. A second hearing will focus on medical education from the point of view of its 
various types of consumers or those who benefit; the students, the community hospi- 
tals, the teaching hospitals, and the patients. It will also examine the issue of physi- 
cian distribution by specialty and location. A third hearing wUl examine options for , 
establishing explicit responsibility for the financing of graduate medical education 
and other clinical training as well as define the federal role in the financing of 
these activities. . * 

1 appreciate our witnesses taking time to be with us today and look forward to 
learning from their testimony. 
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financing for *edicel education activities. 
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BACKGROUND 



Health education program for fha training of phyaic iana , nuraea and allied 
health peraonnei cosine ciatifooit training and learning through H hand/ott H 
•*p*rUnc«. Claaerooei training it generally conducted in a univerfity tatting 
*nd the "handa on" or cLinicai training it generally hoepital-baaed. * 

Contemporary wedicai education <the training of phyaiciana) generally in*- 
cUdca the coapletion of four ytart of aedicti achool and a reeidancy program 
letting three ytart or more. Mote of the undergraduate training of phytic iana 
ia conduced in tha cleat room ac tha medical tchool. Clinical education at 
tnn tcagc it primarily in 'the form of hotpitai-bated clerkehipe, which intro- * 
dues- ttudanct to clinical medicine in tha variout tpac ialtiat., Tha traditional 
medical fchooi curriculum require a third-year Radical ttudantt to apend a fixed 
amount of time undar tha tuparvition of faculty an 3 ratidantt in tha batic 
epecialty araaa which typically include internal medicine, eurgery, obatetrica/ 
gynecology, paychiatry, and pediatric*. The fourth-year aCudent take. pr i- 
marify elective clerkahipa, which provide either additional expoture to the 
batic tpecieltiet or introduction* to other ipeciaUiet. 

Generally, the graduate education of phyticirans takea place in hoapitalt 
'.through retidatwy prograat, although a few r«tidenci<-s tuch at preventive 
medicine and occupational health ara bated primarily outiide the hotpittl 
and family practice programt emphatixe aafbulatory care more than inpatient g 
.•are . 

Nurting education hat evolved from what waa once primarily three yeart of 
hoepital-baaed Training to aeveral curricula which are becoming more cloaely 



aftlliktyd with or sponsored by colleges or universities. While the classroosi 
training ii now »ors likely tc b« in * college or university, hospitals reaein. 
the priswry sites for the undergraduate clinical training of nurses, whether 
snrolled in associate or baccalaureate degree or hospital-based diploma pro- 
grams* 

Training for eost alllad haalth occupation* (e.g. , dietitiens, physical 
therapists, s patch pathologists, laboratory technic isne, etfc «) fellow tha 
aaate gcnaral eocel: two or «or« yaars of classroom training in a university 
or specialty school, followed by practical training in tha hospital . • 

tha principal focus of this background papar will ba graduata medical edu- 
cation (tha training of phyeiciane in hospital rssidancy programs) bacauaa tha 
overwheialng eajorlty of the costs of haalth education activitias in hospicsls . 
are accounted for by auch programs. In Edition, vary little data exist on the 
costs to hospitals of nursing and alllsd health programs* 

Characteristics of _ Teaching Hospitals 

Clinical training for both uodsrgraduete and graduate health manpower ad- 
ucation in thit country ia generally conducted in tha hospital aatting- N Kowaver 
only a minority of hospltala offar teaching programs and thoas that do vary con- 
sidarably in ttrma Of tha, size and diversity of tt4ir teaching programs. Teach- 
ing hospitals &ay hava programs for tne training of physicians (gsnerally callsd 
graduate aadical education, conducted" through residency programs), nurses, or 
v such el Had health personnel aa dietitians, emergency aadical technic isns, 
occupational therapist!, and physical therapists. 
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Hospitals and ae^icei school a h**e developed a* war a lid if fereot relation- 

•hip* for the cdoduct of graduate medical education. At oat extra**, e f tee- 

v " ■ / 

^atanding reeldency ptogra* may be eataetlitherd , staffed, and controlled by an 

• • . * * 

* * «* . .. 

individual hospital. At the; othar extras*, a raeidency program uy bt offirtd 
* • /■ * * 

*by*a medical school thrdmK<oae or aor«* *af filiated" hoapitele. Between theae 

extremes it a variety of ho*pitsl-eisdi£ ai school reiatioaahipa* 

v ?h« number of teaching hoi pi tali tn thia country virUi depending on tha , * 

defioition- of teaching boipital used* Approximately^ ,30Q hoapitale (18* percent) ' 

participate in, it least on* raitdenpy program. ■ Over 1*000 of 'chat* hospitals ar* 
■ » 

affiliated' with medical ectopia. Approximstaly 40Q.«f t he aa- teaching hospitals " 
meat tha r*qulceaeate for see* er ship i 9 tha Council of Teaching Hospitals (COTH) 
of tha Asaocletioa of American Hadicai Collegia, which lncluda aponaoranlsf) of 
at least f our # approved raaidma&y prog raaia If ^ rmc cease ads t ion for s*mbership 
by an accredited medical achool with which tha hospital*!* affil^tld. Although 
«d«ta gatha'r ad by COTH froa ita aambera focuaaa o« hospitals vitp major teaching 
program* and undarst*ts& tha nuafcer and variety of teaching hoapitals in^he 
country, littla other data about teaching hospitala exiat. 

Major teaching hoapitala ars ganarally committed -to at laaat thrsa dla- 
tinct objectivet: providing patient cars* training health profeaalonVia, and 
conducting clinical reeaarch. Tha intarralatiooship of the** three ^tjvitia* 
withia tha taaching hoapical craataa an institution which is is many way* dif- 
ferent froa tha aingla purpose aon-te£*^ing hoepltal* Thia interrelationship 
alao aakaa it difficult to separate tha activitiaa and coata of medical educa- 
tion in** taaching hoapi tal froa ita othar activitiaa, tfart ic^iarly patient care, r 



:rad*ted 



y . That ie, thoaa accredited &^ the Accreditation* Council for Graduate 
Medical Education or by the Raeidency Review Cosmtittee for the specific clinical 
■ pecltlty* , 



13 



9 



# According to 1910 Council 9/ Tasking HWpitals' (00TK) data on iti'M^ir 

hoipitaia, s*5or teaching hospitals- Had tha following charac tariicicas tbay 

*ara aponaorad by non-profit corporation*, tbay wara/diaproportionataly concajrr 

era tad in tha Sorthaa^t ra|ion*of tha^ country, cvar 75 pare ant vera located In 

■atropoiitan araas having at iaVat a half aHiiioa population, thay vara, ganartUy 

larga hospital* <75 pare an c had o*ar 400 bads), and 6» avaraga thay aaiployad 

ow^fiva tiaaa tba nua*>*r of fuii-tia* aoui*alaat pa raoooal aaployad In non- 

» » 

saabar hoapitala. 

In taraa of sarvlca ctvuractaristica, taaching hoapitala pw^dtd a vida 
ranga of hospital sarvicaa, sany of which <auch aa burn car a units, organ bank, 
and bpan haart aurgsry) art typically unavailabla ia oon teaching coaaiuolty ^ 
4wgpitala. Teaching hoapitala alio carad for a larga nuaber of poor paraona 
(COTK a»«berg Had 19 percent of tha Nation* a "short etay bada but 25 percent of 
<he medicaid adsiggione) and had an above iviri|i ghare of patiant bad dabt 
and charity cere <ba4 dabt and 'charity cara vara 9,4 percent of patiant reve- 
nues in COTH aaeaber hospitals compered to 5.1 parcaat in non-COTH hoapitala). 



t Measuring tha Coat of Medical Education In Kospltela 
* « ■ 

Teaching hoipitalg incur cartain diract and % indirect coace reeulting fro* 
th«ir educational. ectivitieg, Tha diract coata <thoaa d*r%ctly ralatad to tba 
teaching activity) include lalarlai and fringe banefiti for faculty, raaldaota 
and interna), and support ataff; conference .and claearooa apaca vithia tha hoa- 
pi til (togathar with any overhead coatg for salntenance and utilitiai); and 
addition*! equipment and supplies* Thaaa diract coata ara generally identifi- 
abla and separable by accounting net hod • f row tha coata of pe*tient\are in tha 
boipital. Tha •••last aducatiooal cost* to identify ara th« atlpandt and bana- 
fitt paid to graduate aadicai education trelnaaa (interna and raiidanta). Tha 
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average amount that a C0TH member hospital spent 00 residsa* stipends tad biiw-* 
fit* iu 1982-1983 mi $3^ miliioa, or approximately -5 percent *f the average 
teecniog "hospital v s total budget. 

ia Addition to the direct cost! of medical education, the presence of 
teaching activities can indirectly effect * hoepitel's costs* These indirect 
cosed can iriM Yiot reduced productivity in- patient- service departments Je.g. » 
• trutMoe takes longer^ demands on^ other staff srs greater), increased overhead 
for such Activities «s the' keeping of medics! records . incrgesed complexity 
of hospital management, sod the teodfiky of residents to provide more service* 



of hospital management, si 

^nd to conduct more tests 



then srs strictly necessary for patient care alone* 
It is. very difficult to sspsrsts out; sod quantify' the indirect costt of 
BSdlcsl education in teaching no spits Is because patients^ are be ins trestsd 
end etudente ere bein$ trained through the seme patient care activitias- Costs 
for inpatient care or for particular Services are generally higher in teaching 
froepitels than in no n~ teaching hospitals. Sisple cost comparisons, for exeaple , 
•how that in 1 98^1 r the average cost of care in COTH hospitals was $3,281 per 
adjusted admission, nearly twice as high ss the average of* $1,663 in non-teaching 
hospitals, .for a difference of $1,596 per adjusted admission. &ased on these 
sveragee, if direct coats of medical education account for roughly 5 percent 
of total costs in teaching hoapitals, then direct teaching coats cannot explain 
sort than 10 percent of the difference in overall costs' per unit. However, these 
• lapis cost comparisons, do not 'answer the question of how much of the remaining 

difference is due to the indirect costs of teaching or to other factors such aa 

i 

a ess* -load which includes eicker patients , more elaborate end expensive medi- 
cal technology, higher prices for labor and suppllss , or perhsps Isss efficient 
operation* Thus, slthough studies have been able to isolate the direct costs of 
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teaching activity, the indirect coat Afgjtaeching -activity Ms proves difficult* 

I ' 

to estimate vith precision. » 

« ' 

Some studies havs raggcete<£ that indirect coi;i may be quit* large. For 

«x«pli ( in a 198? pilot etudy conducts by Arthur Young end Policy Analyeta, 

lac., total cost* per edmissioo (excluding direct coats of radical educetion) * 

erre analysed for individual patisnts is four Qiagnoaia Related Groups (two, 

e*c\c,al*end tvo surgical catego*i*s) for seven teaching and two non-teaching 

hoapitaie* The analysis iodic a tad that, on mragt, totil costs par adaiaaion 

v«r« iorf than 60 parceat higher in the c a aching hoapi£'ala 'frnaa in the no a* 

t« setting hospitsla. tost of the observed dif ference io coat Was attributed to 

dif terencea ia the use of aacillary testa and proceduree. Further analyaia .of 

f 

a aubaet of patience for vhoeV aeverlty of rlloeaa had been meaeured' indicated, 
hovavar, that acme portion (but not all) of the difference maybe attributable 
to dif ferencea ia asperity of illness. Other studits have shown a videyange 
of reeuite. Some are roughly comparable to the Arthu^touag study whils otbere 
show almost ao difference due to teaching activity (after controlling for ee,ver- 
ity of illness dif ferancea). Due to the 11ml estrone of the available studies, 
However, the aiae of indirect costs remaine unclear. 

Sources,' of P Inane lns> for Haalth Education ) 

» i 

Patrant cara revenues are the primary aourcc of support for both patient , 
care and education programs in teaching: hoepitala. For axemple , accordirffe to 
the 1983 COTH Survey of. Kouee Staff Stipenda, R«oefit», and Funding, patient 

cara revenues (including aedieare'a payment a) provided ^ percent of the aupport 

• .- ' 

for the direct coata cjf reaident atlpeada and benefits. Other aourcee included 

tha Vtterana Adminiatration (17 percent); State appropriation (5 percent); 

aedical schooie (2 ^percent); aunicipal approprlationa (1 -pedant); end other 

« 
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scurctf including physician fiee* HlH t Fedarai egaaciaa, granta and voluntaara, 

tad esdotasent* (5 percent) • 

In r scent years, questions have bsen raised concerning the daeirsbility 
of using pedant csrs ravenuet to support hoepitel-baeed clinical education. 
Tha third- party peyars for medicals cere (for aaappls, Medicare, eadicaid, Blue 
Crps^, sod cosstfcUI insurers) hsvs baan under traaeodous^ prsssurs to control 
rls^ny hsel'th care append ituras. Although cha a>e4icars prograa 4a cur Andy 
coeaiicted to paying for saedlcal education coats in.coanec tian with ita oayaanta 
for patiaat eare, other third-party payers do not necessarily have such cosssit- 
aants. Soae? Stdse .eedicaid prograas*end ao«e,Blua Cross plana disallow or dit- 
cojunt certain education*,! axpaaaare (sucb'fs residsat stipendsor tssching physi- 
cians* salaffas) wfcen reimbursing hospitals for >atlant care. 

In addition to direct sedical education support to hospitals through pa- 
tient care rsvsnues, the Fgdersl Govarrsegnt also providaa f inane ial aupport for 

s » 

health education through grants to eadicaj and nursing schools and direct itudant 

v 

assistsncs in they form of leans* loan guarahtaea^ and scholarships . Within tfta 
Uspartaent of Health and 'Human Servicss, auch support includes progress .for Health 
Professions Education (Title VU'of the Public Healtft Sarvlca act), Nurse Training 
(Title VTTI of the Public Health Service Act), and the National. Baa^th Sarvlca 
Corps (NHSC) sod tfHSC Scholarship prograau ' j 

♦ 

Health 'professions Education 

fitls VII of the Public Health Service Act authorises FadersU 

support <or health profassioos education at schools q} asdic ina , osteopathy*, 

dantUtry, vatarinary aadicina, opnoswtry, podiatry, pharmacy, public health, 

• * \\k - 

so** for programs of health cars acsalnTorac^od. Sndsf this authority, two * 
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kinds of assistance have bHn provided— 'institutional support for health pro- 

f eeeiooa schools and student assistance la the form of loans, loin guarantees , 

♦ * 
and scholarships for students «nroil«d at these schools . For the peat icvtrtl 

* .* " 

years, observers have rioted the success^ which these progress have had la iu- 

c resale* enrol lsent e at health professions schools, la laches* lag the tupply 
of health professionals providing Cars in the Jistion, sad la is proving the geo- 
graphic distribution of health personasl throughout the country. As" e result of 
this success, sad forecasts that the Ration will have a surplus of physicians 
in the near future , aggregate funding for title VII progress has decreased la 
recent years. In addition, available Federal support hat been redirected away 
fro* general subaidies for the training, of physiciens ^snd other heelth pro- 
faeslonals (capitatibn grants) awarded to schools on the basis of the nusber 
of studente enrolled et schools, sod tsrgetsd toward educational progress which 
sre lotsodsd to addrsas a pacific problesa auch as the geographic and specialty 
seldlatrlbutloo of health personnel. The FY 19S4 budget level for thia program 
la $129 sillion. 

Nurse Jralninj ^ 

I 

Nurse training progress authorised under title VIII of the Public 
Haalth Service Act have provided Federal support for nursing schools and students 
efcoce 1964. Congress conaolidatad and expended programs of nursing support In 
response to perceived shortsgsa of profesaional nurse* In the country* > Tha 
nurse training authority of title VTXI hea provided inatitutional aupport for 
nursing schools and financial assistance for nursing students. Since the es- 
tabliahssnt of title VTIt authority, the supply of registered nurses hea in- 
creased fros 550. GOO to about 1,600,000. Maintaining that these incrssses have 
rtsultad In a current end projected supply adequate to seet netlonvide health 
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csre needs , recent adaUnistfitlons have sought to* reduce Federal support for 
nurse training. FY 198* funding tot ourM training programs is $42 miUioa. 

' ' ' * 

National Health Sgrvtct Corps ' * 

In 1972, P.'u 92-585 guthor.U Jp the National Health Service Corps 
(NHSC) th b« staffed by officers o* the Public Health Service and other pereon- 
oel as require4 by the Secretary of Health end Human Services.. The Corps yes 
established to provide health care services to person* residing in health man- 
paver shortage areas' through the placement in these areas of health profes- 
sionals and health care resources. As of December 31,* 1983, DHHS tied designated 
2,180 primary health care shortage areas, 98/ dental shortage areas, and 273 
vision cere shortage areas, ?«U 92-585 also established a NKSC scholarship 
program to obtain health professionals for placement In health manpower short- 
age areas « Under 6 hie program, health professions students agree to serve* in e 
wfai th manpower shortage area ^return for scholarship and stipend support . 
The scholarship recipient Is required to fulfill hia^e^ice obligation through 
» the full-time clinical practice of his profession either as a commissioned 
f officer in the Regular or Reserve fcorps art the Public Health Service (after a 
finding that ha or she is qualified) or as « civilian gestae* r of the Corps, or, 
ac the discretion of the individual, in private practice in a designated health 
taanpower shortage area. The FY 1984 budget Includes $91 alii ion for the NHSC 
and, S6.3 million for NHSC scholarship*. 
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MsdlcsrV's Fay^nti.for Hsdlcal gdiKaeiOfi Costs in Hospitals ' - 

, . •» * 

Since its inception, the eadicara progxaa. has recognized* fn it B princ iples 

* ^ t 

of coit rtitturHiint ctrtiin txp«QNi associated vlth;,tfce> a par at ion of spprt?v«d 
medical education programs in hospitals. 'Although not required by law, con- 

gressionai intent indicatsd that the medicare program should pay its share of 
* • 

tha net cost of education^*: tivities conducted in hmepitsls until ths cos- 
■unity undertakes to cove* these costs la soae other way; 

Many hospltils sngs-ge in substsntisl eduajptionel activities, , 
including the training of medical students ,. internship and resi- 
dency progrems, the training oi nurses, and the training of 
various parasjedicer personnel* Educational activities enhance 
the quality of care is an institution, and it is intended, until 
. ^ the coamuaity undertekse to bear such education costs 16 some 

othar w«y, chat a part of the net coit of luch activities ( iuclu^ 
ing stipends of trainees as well as compensation of teachers end . 
( , other costs) should bs considered as an slament in the cost of 
petietit cere, to be borne to aa appropriate* extent by the hospi- 
tal insurancs program. If 

Medicare regulations (CTR, Title 42, Sac, 405.421) indicate that a pro- 
vider's.(e.g. .^hospital's) allowable costs for purposes of eedlcara reimburse- 
ment may include the net cost of approved educational activities. Net cost is 

i 

defined as « provider's total direct and overhead costs of approved educations! 
activities (including trainee stipends, compensation of teachers, and other 
direct and ovarhead costs) , minus revsnua* trut provider rtcelvee fro» tuition 
and frpa grenta and donstions designacsd for the ad ucst local activities. Hov- 
«v* r , for cost reporting periods beginning on or after January 1, 1978, grants 



2/ U.S. Congress, yrfenate. Social . Security Amendments of 1965, Report 
o^th* Commltcae on Finance to Ac coop any H. R* 667S to Provide s hospital Insur- 
ance Program for tha Agad . . . . June 30, 1965. Washington, U.S. Cove Print, 
ff '* ^965. (89th Caag., 1^ Seea. Senate Rapt. No. Part 1), p. 36. 
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and dooationa deeignatsd fof intfrnship end reaidancy psograma in family aedi- 
cine^ iimnI inter**! medicine, and gegerai pediatrics art not deducted in 
calculating Mt coetv* # ^ 

Approved education actlviciea are d«fintd by regulation ae formally organ- 
ized or planned programs of study usually engaged in by provider ■ iq ordesl to 
enhance the quality of patient car* , irf an institution. The em activitiaa suae 
ba licensed where required by State lav; where licensing ia not required, tha 
institution suae receive approval from the recognized national professional 
organisation for the particular activity. Approved program* include medical, 
osteopathic , dental, and podiatry internship* and residency programs and recog- 
nized nursing an< allisd health education and training programs vhich include: 
cytotechnology, dittetic intsrnehip*, hospital administration residencies, in- 
halation therapy, medical records, medical technology, nurse anesthetists, pro- 
fcisional nursing, practical nursing, occupational therapy, pharmacy res Ida n- - 
cfl.ee. physical' ^bsrapy , and x-ray technology, t 

v 

. Payment Under Cos t-Sasad Reimbursement 

When the medicare program bsgen in 1966, medicare paid for its propor- " 
tlonal share of a hospital 1 s direct medical educstloo coses together with a the* 
allowable casta under medicare's cost-baaed method of reimbursamsnt . Ovsr the 
years, as the medicare program began to establish limit* on tha amounta It paid 
to hospitals, tha coeta of medical ^education received special consideration* 

linear authority contained in Section* 223 of the Social Security Amendments 
of 1 9 72, tha Department of Health, Education and Welfare began in 1974 to eetab- 
Hah annual coat limits on reimbursement of certain routine hospital operating 
com . The l^tWr^osts of hospitals with aignif leant medical education ectivi- 
^ ties were recognized by the aedicare program in the late 19?0e when an exception 
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to these hospital coit Halts was allowed for hoepita^s whose costs of education * 

activities exceeded, tht non. ^ 

^Explicit allowance wii made for aedicel. education coitfi, effective with 

hospital -ccNt reporting pejriols which began July 1, 1979, when the direct costs 

of approved eedicai education progress were excluded froa the costs subject to 

the medicare hoapitat costs Haiti, Yhe direct aadicel education coata were * 

excluded eo t^net the baei* oq which the coit Halts were applied in teaching 

and noa- teach 1*4 hoapitale wo^Id be coaparable- ' 

On April I, 1980, the Departaant proposed that a new adjuataant for the 

indirect costs of sadical educatiofr^erog rati be aad« co aedlcare'a hoepital * 

^cost Helta. TTie propoeed regulations stated- that: 

Generally, hospitals with approved graduate eies&cal educa- 
^tipn prograae incur hi g bar par diea opareting coats than non- teach- 
Ing hospitals of. aiatiar bad aire and geographic location . . • . 

We baliava theee inc^aMi in par diaa coat occur bacauaa, cha pro- ^ 

vii|oa of graduate afcdical education causes increase* In cartain 

typee of coeti that era only indirectly related co education pro- a 

grass, » « . To prevent a disproportionate number of catching 

hoapitela froa being adversely effected by tha Haiti, we have, in 

tbe proposed ached^le, providad an automatic adjuataant for tha 

coete generated by approved aadical education prograas* Baaad on 4 

the date w* uiad to derive tha propoiad lielte, va hava ettlaated , 

that a hoapitai 1 ■ general inpatient routine operating coats aay 

ba expected to increasa by a factor of .047 (4,7 percent) for aaeh 

increase oX A (abova xaro) in tha ratio of its full-tiae aquivalent 

(FTE) Internal nd raaidents (in approved prograae) to iti nuabar of 

bade, V 

It ehould be noted that tha proposed Eegulationa stated that co obtain * 
chla adjuetaent , a teaching hoapitai would not be required to identify expli- 
citiy tha create for which tha adjuataant wee 4>eing aadc . Inetaed, the hospital 
would ba required to raport only ita nuabar of full-tlma equivalent interns and 
retidentt in approved prograas which, together with Che hospital' a bad else, 
would ba uaad to coaputa the percentage by which tha hospital's relaburaeaan t 



1 J Fedaral Ragiater . April 1, \9B0 9 p. 21584. — 
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, limit would b« increassd. This aedicel education adjuetaent, whic^h later became 
known as the Indirect aedicel education idfritatat, btcm effective for 
hospital -cost reporting period* uhicj/begarTon Juiy'l, 1980, 

The Tax Equity and Fiscel Kesponsibiiity Ac* of 1982 (P,l. 97-248, known 
at TEFKA) m4i certain changes in the hospital cost Haiti, including expansion 
of the limits to covir total inpatient operating coats (not just rout ins costs) 
so that ancillary and special cars unit costs, were now included under ths 
lialci* Because of this changs, ths hospital cost liaits which DHHS astablishad 
effective for hospital cost reporting periods beginning on Octoifar l f 19#^ in* 
eluded sn increase in the percentage aeount of tha indirect asdicsl sa>ucatlon 
adjustment from 4.7 percent to 6 -06 .percent • 

TEFfcA also crsatad a naw calling on the allowable^ sanual rate^ of locrease 
in operating costs per cut for inpatient hospital services. As wi*th the hos- 
pital cost liaitt, the hospltsl costs subject to these naw r«te-of- increase 
liaits excluded the direct costs of sp proved health education progrsas. 



Psvaant U nder the Prospective Payment Systea 

Title VI of the Social Security Amendments of 1*983 (7.L. 98-21) eatab^ 
lished a new act hod of hospital payment by the aadicsre program, known as the 
prospective Payment Systea (PPS). Effective for hospital cost raporting periods 
that bsgan October I, 1983, the medicare prograa has bean paying hospitals,, with 
iertain axcsptlo&s, according to predetermined ratea for each of 463 Diagnosis 4 
Rsiated Groupa (DRGa) , rather than on a cost basis. The prospective payment ^ 
leglelation and regulations, however, continue to provide for special treatment 
of direct and indirect medical education costs* 
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"~ Direct Medical SIducstion Coses Under PPS * % 

Ths dl*act costs of asdical education in hospltfclt src sxcluded ^ 
law froa the proapsctiva payment ay stem sod ere paid for sapsrstsly on the 
basis of reasonable costs. In its December 1982 report. to Coogrees proposing* 
* hospital prospsctivs payment systea for swiicsrs, the Department favdrsd 
sscludin^ ths direct costs of approve? aedicai sducstion programs froa the 
prosptctivs rstsi and *eis*ureing thee ob ths basil of rsssonsbls costs. Aa 
stated ia ths report: "This spprosch will saaure thst ths bsss rsts is releted 
to a. patient csrs outcast And not iignif icsntiy influenced by*f*ctore who as * 
existence if really bsss^ on objsctivss quits apart froa ths csrs of particu- 
lar patients in a particular hoepitel . • Thia approach will sllov for cfjitlnued 
Federal support of aedicel education through' the. aedicers'proSrsa whils clssrly 
identifying thst aupport aa a« pa rata froa patient cajs." kj " 

Indirect Medlcsl Sduestipn Coats Qnder PPS 

P.L. 98-21 requires thst additions! payasnta bs asds to hospitals for 
ths indirect coata of aedicel Question, computed in the same aanner aa ths ad- 
just asnt for indirect aedicsl sducstion costs was csiculatsd undar ths asdicars 
hoapitai coat liaits, except that tha educational sdjuatasnt factor would bs 
doubled, Ths Report of ths Finsncs Committee oo^the Social 'kecurlty Act Amend- 
ments of 1983 indicates that ths adjustment for indirect asdic si education coata 
is only a proxy to account for a number of factors which asy legitiastsly increaa 
coats in tsaching insti tut ions . Tha Report also states: 



4/ U.S. Department of Health and Human Services. Raport to Congress. 
Hospital Prospective Payment for Medicare, Dec. 1982. pp. 47-48, 
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This adjustment la provided ia Che light of doubt* (ex- 
plicitly acknowledged by ,the Secretery In hif receat reffcrt to 
Congress oq prospective payment) About the ability of the DRC 
cim claeeificatioo aya^em to account* fully for factore such 
ii severity of illness of petisnte requiring the epecialiied 
servlcee end traetment program* provided by taeching iaetitu- 
tione and the additional costs associated with the tM^Mai^ 
reeideate« The latter cost* are understood to include the 
add itioaal teste ead procedure* ordered by reeidenta aa wall 
at pha antra damandi placed ©another ateff as thfy participate / 
In the education procese. / ' 



The coemittem emphasise* ita vie we that thmee indirect > y 
teaching expenses are nor to ba subjectad'to tha seme ateadarda ' 
of "efficiency" implied' under tha pHG proepective ayataai, but 
retber that 'they ara legitimate expenege involved ia -tha P°*t- V 
graduate eed leal educetloa of physic iaae which tha medlca^i 
• progree has histortcsily recognised aa worthy of support under 
the, reimbursement eyitea. 5/ 4 

i Aa provided in medicare regulations, tha indirect eedicai education pay- 

eent equals 11*59 percent of the aggregate payment to a hospital from the * 

Federal portion of it* prospective payments for each 0*V increment in the hoe- 

pitei* • ratio of full-time equivalent (PTE) interne end residents to Its bed 

^ else, ftaguiatione define the number of FTS interna and residents to be the 

■um of the number of, interna end resident* employed for 35 hour* or eore per 

week,' plus one-half of "the aumber of interns sad residente working less than 

35 hours per week. . As required by the Deficit Reduction Act of 1984 (P.L. 

s 

96-369), for coit rsporting periods beginning on or efter October 1, 1984, 
.interas and residents era not required to be employees of the hospttsl in 
order for the hospital to qualify for the indirect asdic el educetion adjust^ 
sent • 



M U.S. Congress/ Senet*. Sociel Security Amendaeats of 1983. Report 
to Accompany S. U Herch 11, 19£3. WaeHingtoa, U.S. Govt. Print. Off., 1983* 
C98th Coagtaas, let Session. Senate Rapt. No. 98-23) , p. 52. 



25 



O 

ERIC 



21 

A ' ^ ' 

oeftT Ffo«iilofia for Taaching Hospitale Under PPS 

s " 

In addition to tJ^Vxplicit proVieiOQi la the prospective payment ^ 

Ugiilation for direct Ind indirect eedlcal fcducetloo coiti, proviiloa* r«- 

i y " s ■' 

Uting to p*y»«nt« foe atypical caaes also benefit teaching hospital** Both 

tha Finance acid thaiiays and Meant Riportl iodic at* that tha provision of addi- 

tional payments for atypical cases which hava either extieaely long lengths 

of ttay or extraordinarily high coet^s (known aa "outliers") would benefit teach*- 

log hospitals since the coswlttees believed It reasonable to ax pact chat such 

£saet would occur wore coastonly in teaching hospital* than, in other hoapltala. 

Cost to Medicare for Medical Education in Hospitals 

Tha Report of tha 1982 Advisory Council on Social Security (December 31, 
1982) states that hi • tor ic ally, ax pa odituraa for tha education and training of 
health* professionals hava represented between k and 6 percent of annual aedl- 
cara Haalth Insurance (HI) Trust fund expenditures, tha Report lndlcatee that 
in 1980 tha HI trust fund epant an sitimatsd %\?k billion for tha dir'ec/ and in- 
direct coeci of aedicsl education progress; for 1983, the aetiaeta ia $1,8 Ml- 
Hon; for 1987, $2,8 billion is eetlaated. 
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A nuaber of key Issues have bsen identified in response to the current - 
and payment eethod* for medical education adopted in the asdic a re hospi- 
tal prospective payment systaa (PPS) - In addition, broadar questions have been 
raitad about the potential tapact on aedical education in hospitsla of certain 
*$stsmr\wide change* in financing and delivery of aedical care , Theae issues 
are briefly described and discussed below. 



Should, Madlcarsv Pay for Radical Education Costs ? 



S - • 



Quest ions Have been raised whether tha«aedic era prograa, which wai designed ~ 
to pay for mad ical service a tq„ medicare benef iciarias , should continue to under- 
write the l cost or sjaiical ^ucaxion through its^Jmyments to hospitals. In view ' 

of the financial crisis facing the medicare program, soma* (for- examplt , the 1932 

\ 

Advisory Council on Social Security) have recommended that medicare's support 
for medical training be withdrawn as other sources of support are identified. 
Others have argued that medicare's Hospital Insurance trust fund is sn inappro- 
priate source of aedical education subsidy because those who benefit (primarily 
doctors) will generally earn income* much higher than the eaployses who .pay the 
medicare payroll tax* Still others question whether medicare should Continue to 
sake money available for aedical education when there appears to be* an adequate 

i 

supply of physic ians. and other health care professionals except in a* few areas of 

n - ° ' 

targeted Federal support, such as primary care* Finally, some critic $ have noted 

that financial Support for aedical sducation cannot be efficiently targeted as 

'■"'*' i , ' * ♦ 

lung as it remains embedded In payments for patient care* 

Jhote'who favor continuing aeel^are's support for aedical education fear p 

that If medicare were to limit or completely- withdraw such support, the train- 

Ing of health professionals and the provision of patient care in hospitals 
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would both eufftt, Thmia proeiems could be intensified if other third-party 
peytra wtrt to follow medicare' e lead in tiieioetini support for medical educa- 
tion. Another problem ii whether other federal* State or local to urea a of 
support for medical education could be found to replace medic era's payments if 
they vera withdrawn- Also, if madicara were to eliminate paym*jiCs for medical 

education, some argue that additional medicare dollars eight ba required to pay 

* 

for phytic eervices needed to replace the care' currently providsd by tn- 

I 

ternt and residents* 

\ 

Incentive Effecta of Current Hedicare Policy 

* 

At required by lew, under the medicare PPS system, payment i for the io- 
direct coat t of medic el education activity ere bated on a teaching ad jumtmant 
fee Cor which it twict at large at the ettimatad amount required to cover theee 
coatt (11 .59 percent instead of 5,795 percent) . At a reault, tome obtervert 
argue chat retidentt end retidency programs now generate more income for the 
hoapital then,they cost. In addition, the extra pa ymant for indirect cost! of 
medical tducation i% the aame for aech additional resident regardlass of which 
specialty or y«ar of ntKy n iavolvtd. Sioct the rasourca demands mads 
by rtsidtnts vary with the area of clinical specialization (t.g., Surgary, pedi- 
atrica, pathology, etc.) and the experience of the resident (yetr of training) , 
soma residency programs are believad to be much mora prof itable than ottyars . 
Thus, some observer! argue that current policy creates incentives for hospitals 
to provida mora medical education (l.e\, train sera physicians) end to train 
a different mix of physician specialties thsn would ba consistent with societal 
needs (e.g,, coo many general surgsons end not enough internists). Others 
point out also that the policy of asking essentially unrestricted payments for 
gradua jj^^f* education KtivitUt of hospltsls conflicts vith othtr fr 
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health personnel training neiicis* (under titU *lt of the Health Service 

Act) Much li*it federal support to ***** 1* utile* a national U aerceiv«4- 

,r * ■ 

Pijitin s f 01 HJjftsr Costs of Tf*chinj| 'HtfAplUlg r 

The Medicare prog tmm is currently staking addition** payments to, t# aching, 
hospital* for: (1)< the direct costs of »e*ical erfucetioa activities and (2) 
*ny *dditioa*l coui vMch teaching aeseiteic Incur either indirectly from 
their teaching activities or p«rh*pe frost other factors which ars^ot encivr- 
sivelyi fouad is teaching hospitals, such as their- eora coftpiex patient case six 

or their tole la tj*e introduction **d use of tha latest *nd east sxpejulv* tech- 

* * 

oologies* 

Should tha medicate prog ran a***, additional paymen t a for tha higher costs 
el teething hospitals , wen if thee* costs are net necsssarily related to tsech- 
lot activities? If, so t is tha indirect t sac hi 04 adjuataent formula, which uses 
a aeasura of direct teaching activity (interne aad retidents per had) as a proxy 
* for indirect costs, s suitable w*y of peyiag for higher coats is teaching hcr- 
pitalt? A goal of the prospective payment system is to encourege efficient hos- 
pital behavior by paying a fixe* 1 prjte for hospital service! accord log to patient 
di*gao*t«. Is the aedicare progrssi paying for inefficiencies in teaching hospitals 
through the indirect teaching sdjuetaent? Hov can the sVedicsrs prograa determine 
if ice payment* to teaching hospitsis irs edequett or *oo generous? ' 

f 

Effects gf _ Reimburse ae-nt Change* sad Competition 

f 

Patierft cart revenues have bsen the primary sourca of support for educa~ 
cional program* in teaching hospital*, 'in tha past, when hospitsls vara paid 
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* 

whatavar chair cotC/a or chargaa vs*t ( aaichar tji« costs of chair atdicsl adu- 
cation pragrsas nor ths costs pf Caaching hos^itslt rtlaclvs co non-catching 
hoi pi tali wars parcaivad co ba a probl»». Racsntly, in ordar $q dscrssts Lhair 
axpsndituras for hospitsl csra, aany chird-party pay set hava~chang;td thair 
»scho4s of rsiafeursing hospitals for cars providsd co chair bsnaflciartat. 
Much o* ths nisfcursssjsot focus Is on cht pries ths payar it willing to pay for 
hogptcsl sarvicaa, rachar thsp ths cost CO ths hospitsl of providing ths ssrv- 
Icss. If ths psysr dscaminst thst ths pries should inciuda noting wort than 
ths cast of pscisnt ctrt, Chan ts*cj>*it| hospitsls, with chair additional costi 
accributabla Co thsir teaching prograat , Bay bs sC s ditadvancajt both in carat 
of eh* adsquacy of cha ravanuas chay rscsivs sod chair ability co coapats wich 
non-catching hospicali. Hospital' raspontes co shortfalls in ralafcurseasHt srs* 
gansraliy co chargs aora or co altar or sliainats asrvicaa, aithar of which 
could put teaching hotpicalg ac an svsn gr^caj diaadvsncsgs coapacicivsly , 
Ths elimination of sarvicst snd accivitiss which br.in* inadaquats rsiaaturssaant 
Co cha tsaching hofpitsi could si to run founts r co public policy if such tarv- , 
iesi ars daaasd iaportsnC* 

Locus of Hsdical Educstlon Training 

Most of ths grsduscs as^icsi sducatfon in thit country if bsing <conduc tsd 

in tha inpatient hospitsl tatting, towevar , a trand pretentiy axistg to pro- 

. * <• 

vide patient csrs in s Isas cosciy aafculatory csrs setting/ If chit Crsnd con- 
tinues, sors asdicil ■dues t ion than at present aay need to bs conducted in sn 
sabuistory cars tatting, Undar thasa c ircuattances , %omm euggett that s certain 
saount of payment i for aedicel aducation ahcyld ba asda to sabuistory cars sat- 
cingi inatssd of hospitela* ' 
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Senator Dukknmckgkr. The hearing will come to order. 
Its 2 p.m., regardless of what the clock says. 

I have <x rather lengthy opening statement, and then we have a 
problem this afternoon in 4 t<hat- the Senate isn't sure what it wants 
to do between now and the election. So there will be at least one 
more vote during the course of the afternoon which will necessitate 
rny briefly recessing this hearing. 

The net implication, of ail that nv*y be to limit — I really don't 
want to put a crimp in the testimony of any of the witnesses— some 
of the questions from the Chair and the submission of those ques- 
tions in writing. So just to alert all of you that there will ba^ several ' 
coffet*- breaks during the course of the afternoon. -* 

I^et me start by trying to put what we are doing today in context, 
llet me put it first in the context of the 1965 enactment that 
brought us the Medicare Program. As it relates to education, "edu- 
cational activities/' I'm quoting the law, "enhance the quality of 
care in an institution and it is intended until the community un- 
dertakes to bear such education costs in some other way, that a 
part of the net cost of such activities, including stiperjds of trainees 
. as well as compensation of teachers and other costs, should be con- 
sidered as an element in the cost of patient care to be borne to an 
appropriate extent by the hospital insurance program/' 

That, I understand, still to be current law^The Social*Security 
Act Amendments of 1983 provided for a radical reform in the pay- 
ment of hospitals under part A of the Medicare Program. The new 
. prospective payment system mandated by the act was .designed to 
phase in over a 3-year period. By the end of the phase-in, the Medi- 
care njtes for hospitals will be iet according to a national average 
payment per diagnosis related grouping. In recognization of the dis- 
parate locations and service and training mix for hospitals, the Con- 
gress provided under *the new scheme for urban and rural vari- 
ations ana payments, passthroughs "for hospitaMncurred capital 
costs, passthroygh for the direct cost allocated with graduate medi- 
cal education and other clinical training activities. 

An additional adjustment was allowed for the indirect cost\of 
, graduate medical education incurred by teaching hospitals. The ad- 
justment for indirect .medical education reflected such things as a 
sicker patient load, expensive medical technological capacities, 
costs allocated to training residents, the insensitivity of the present 
DRG system to severity of illness and similar factors. 

As Improved methods of establishing severity are devised, these 
developments will be incorporated into the overall DRG payment 
system. These refinements will make some portion of this indirect 
expense unnecessary. The remainder of the adjustment, hased on 
broad assumptions about the nature of teaching hospitals, also re- 
quires close scrutiny. 

Congress has set the end of the phase-in period for the prospec- 
tive payment system for ho|Ditals 2 years from today as the dead- 
line for setting in place th^^w jTiethodology under which the cap- 
ital portion of hospital expenses will ue paid by 'Medicare. We must 
consider that events between now &nd then may require us to do 
the same with regard to th^current legislative, mandate for Medi- 
care funding of direct and indirect expenses, for graduate medical 
education, and other clinical training activities. 



31 



27 



The hearing today in a first step in addressing that potential. 

Let me share with you .several concerns that I have; reasons, 1 
suppose, why I am coming to the conclusion that direct graduate 
medical education passthroughs, as we now know them v may be 
eliminated within 2 years, and the indirect adjustment for medical 
education expenses refined. 

First, the pressure to reduce the Federal deficit, combined with 
the impending bankruptcy of the Medicare Trust Fund, demands 
an end to open-ended subsidies. We need look no farther than the 
Advisory Council on Social Security and their recommendations in 
this regard. * ' • 

There are only three ways to reduce the cost of Medicare to the 
Federal Treasury. These are to reduce payments of Medicare serv- 
ices to providers, to increase cost sharing for Medicare beneficiaries 
and/or to increase taxes for all of us. 

I assure you before additional cost sharing is considered, those 
who are beneficiaries of the Medicare Program — and they are al- 
ready doing it— will place great political pressure on the Congress 
to eliminate subsidies paid Doth under part A and part B to provid- 
ers. ' 

It is worth hoting that the elderly and disabled in this country 
who use Medicare pay approximately 50 percent of the cost of the 
services rendered. At least that's what 1 hear on the floor from 
Teddy Kennedy every time we debate these issues. 

And we know from the members of the council teaching hospi- 
tals, the groups of the largest teaching hospitals; that 70 percent of 
the support for the direct cost of residents, in graduate medipal edu- 
cation comes from patient care revenues. 

These two figures will not be lost to those involved as the debate 
over cutbacks, deficits and spending reductions begins to intensify. 

The second concern. Traditionally, third-party payers have been 
willing to include graduate medical education as S justified expense 
in paying .teaching hospitals. At the same time, though, insurance 
plans placd no significant incentives for patients to seek or use 
lower cost medical facilities. Both these factors are changing in the 
current environment. ' 

In a competitive marketplace, third-party payers and alternative 
delivery systems are much less willing to pay for graduate medical 
education or any other subsidy, and are steering plan members 
away from the more expensive teaching institutions. These trends 
were illustrated for me at a recent conference in Minneapolis on 
the financing of graduate medical education. A§ one attendee who 
had the major JIMO in the Twin Cities put it, and I will quote him, 
'They/' referring to the HMO's, "want to purchase only those, serv-' 
ices which directly .benefit their patients." 

It was obvious from his remarks and- others we heard from that 
the new environment is not supportive of the status quo for gradu- 
ate medical education or teaching hospitals. 

It is important to stress in the developing hpaith care environ- 
ment that it is not only the HMO's and PPO's which will be plac- 
ing the squeeze on teaching institutions. The consumer will begin 
to be a player as well. To cut costs, employers are now increasing 
cost sharing for employees. This trend is likely to sp^ed up as ef- 
forts in the Congress contrive next year to cap the burgeoning tax 
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subsidies now over $'M) billion provided for employee paid h^jjltfa 
insurance. *v 

As more of the costs of services are covered by individuals, they 
will be less prone to seek the services of high sost teaching institu- 
tions. 

All of this is not to say that either physician training or the 
unique set of tertiary services provided by teaching hospitals is un- 
necessary. Quite to th£ contrary. However, it does reflect the fact 
that Americans are going to be "less willing to pay for either of 
these activities from their premium dollar. 

Therefore, we now have a tough set of questions to answer— who 
will take responsibility for graduate medical education? And how 
much will we pay for it? * m N . •* 

Third reason. As we learned last Friday from our hearing on 
health care for the economically disadvantaged, we have, as -of yet, 
failed to resolve the tough question of the responsibility for the in- 
digent and their health care. It was pointed out at thi§£ hearing 
that the courts are beginning to settle the issue for us\ ^ 

But I feel strongly it is the Congress, together with the other gov- 
ernmental units, which must take the responsibility aqd set explic- 
it policies to assure access to quality and cost effective care for all 
Americans. 'The solution to financing care for the poor will greatly 
affect teaching hospitals in the financing of graduate medical edu- 
cation. It should not be assumed to the given that its financing 
mechanisms are arranged upon the health care of the poor. That 
they \yill either be encouraged or choose to seek care in teaching 
hospitals, 

The Association of the American Medical Colleges in- its testimo- 
ny on Friday pointed out that the non-Federal council of teaching 
hospital members incur 85 percent of the bad debts and 47 percent 
of the charity care for the Nation's community hospitals. This level 
of commitment is laudible. But it also fits with the need for -many 
of the institutions to have teaching material for their student phy- 
sicians. 

I have concerns about the provision of care for the poor and 
whether or not the teaching hospital is -the best environment for 
them to receive necessary services. We heard on Friday from Dr. 
Janelle Goetcheus that the care in teaching hospitals, at least for 
the poor, lacks continuity, and is depersonalized. Evidence indi- 
cates it is also more costly. 

Today we should learn more about these kinds of issues. 

Fourth. The debt problem. The deficit, crunch we face next year 
will cause the Congress to reexamine \current Federal priorities. 
Many cuts are likely. And this may mean reductions in the Federal 
funding for undergraduate and graduate medical education. The 
process could include such sacred cows as the Veterans' Adminis- 
tration health expenditures. Currently, the VA hospital system has 
8,000 full-time equivalent residency slots, and 77 percent of 172 VA 
hospitals have affiliations with medical schools. This significant 
commitment will be reevaluated in light of the changing health 
needs of an aging veterans population, as well as the constraints 
we face on appropriations. 

Limited Veterans 1 Administration appropriations should be speqt 
for the good of the beneficiaries first. \ ^ 
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Along the same lines, the Federal commitment to funding train- 
ing of the health profession must also be^ scrutinized. This year, 
title 7 of the Public Health Services Act is'likely to be reauthorized, 
at levels above the 1984 budget. The authorizations are moderate, 
but will need to be revisited next year, which is not an election 
year, as we consider overall new policies' on the financing of gradu- 
ate medical education. 

And, fifth, I believe there's a growing concern about equity and^ 
fairneus across our 9 health care system. We* see this concern, to 
some "extent, between urban and rural areas in the determination 
of prospective payment rates for Medicare. It may become further 
exacerbated by the Medicare waivers under which high cost States 
have adopted status quo Oriented all-payer systems. * 

Under these waivers, the high cost of graduate medical education 
and care for the economically disadvantaged is locked in for aH 
payers, including Medicare. 

It is not fair that the cost shift we have experienced in the past 
to fund graduate medical education and care for the poor be struc- 
tured into the payment scheme for all payer States, while in other 
States, the pressure of competition ends the same shift. 

Instead, we should have explicit Government policies which 
enable appropriate funding for graduate medical education and the 
economically disadvantaged. Otherwise, all graduate medical edu- 
cation will be financed in the high cost health care States with 
high cost graduate medical education. 

These are a few of the reasons we are here discussing medical 
education today. I see a growing consensus that the direct and indi-' 
rect subsidies for medical education- have helped produce a substan- 
tial surplus of physicians. This surplus has brought with it inflated 
economic returns to certain specialties without solving many of our 
problems of maldistribution of physicians by specialty and by geog- 
raphy. 

The issue of financing graduate medical education is definitely 
on the front burner, And I hope those of us who care about the 
future of medical education can keep it there. 

The Department of Health and Human Services has- contracted 
with Arthur Young to do a major analysis of graduate medical' edu- 
cation, costs, The study, due this fall, is late, but we should begin to 
get preliminary results over the next 12 months. 

The Commonwealth Fund has commissioned a set of thought 
papers on graduate medical education and the cost of teaching hos- 
pitals. These papers should be completed early next year, and will 
provide an important resource. 

Finally, ana most importantly, the AAMC has appointed a com- 
mittee to reexamine the policy of the academic medical community 
for financing graduate medical education. 

I look forward to the options which this committee will present 
because I agree with the American Medical Association in the testi- 
mony that they will provide today that we not change the present 
system until a better replacement can be found. That's precisely 
why you see a very generous transition in the prospective payment 
system for teaching hospitals. It's precisely why you saw me fight 
with HHS on a more realistic reimbursement formula for hospitals. 

But 2 years from today, things may be different. 



The hearing today will provide us with important background on 
medical education. 

In a second hearing, we intend to look at medical education from 
the standpoint of the consumers, community hospitals that need 
the specialized tertiary care provided by so many of our academic 
medical centers and their teaching hospitals. The professionals, the 
hekith ea# professionals, we will ask them about the quality, the 
cost and the appropriateness of today's medical education. And we 
will talk to consumers of health care and their representatives at 
the State-local government leyel and the private level about the 
quality and the availability of professional care. 

Hopefully, our final hearings will examine options for establish- 
ing explicit responsibility for the financing of graduate medical 
education and other clinical training, as well as define the Federal 
role in the financing of these activities. 

I appreciate our witnesses taking time to be with us today. I 
have read most of the statements, I think, and they are the educa- 
tion that all of us need. And all of those statements will be made a 
part of the record. 

With that, I'm sure that s about the longest opening statement 
that I have made for any hearing/Aijd the purpose of it was to par- 
tially scope the hearing and also to say that we are beginning 
today what I trust will be approximately a 2-year process, and that 
there will be conclusions at the end of that process. 

I would judge from the testimony we have seen so far and the 
willingness of the entire community interested in this subject to 
not only demonstrate their concern but to work together to try -io 
find some solutions; that this will be a very helpful process of inter- 
change between all of us, because I think that better replacement 
is going to have to be found. 

Our first panel consists of Dr. Henry Desmarais, the Director of 
the Bureau of Eligibility, Reimbursement and Coverage of HCFA; 
Dr. Robert Graham, Administrator of the Health Resources and 
Services Administration of the Public Health Service. 

Let us begin with your testimony. 

We are going to try for 5 minutes. If it takes a little longer, 
that's fine. As I indicated in the beginning, because of the nature 
of the afternoon, it may be that there are going to be limited ques- 
tion^ from the Chair, 

Why don't you proceed, Dr, Desmarais? 

STATEMENT OF F>R. HENRY DESMARAIS, DIRECTOR, BUREAU OF 
ELIGIBILITY. REIMBURSEMENT, AND COVERAGE OF THE 
HEALTH ( ARE FINANCING ADMINISTRATION, DEPARTMENT OF 
HEALTH AND HUMAN SERVICES, ACCOMPANIED BY DR* ALLEN 
DOBSON 

Dr. Desmarais. My name is Henry Desmarais, and with me is 
Dr. Allen Dobson, who is the Director of the Office of Research at 
the Health Care Financing Administration. 

As you have requested, we are' here to give you an overview of 
|t,ow Medicare currently reimburses hospitals for medical education 
costs. Traditionally, Medicare has paid its share of those costs, and 
that was all built on the historic precedents of Blue Cross. 
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The medical education story really has two chapters. And the 
'first one is the direct medical education costs. Basically, it's a 
direct cost passthrough of all approved programs. And that in- 
cludes things such as stipends of trainees, compensation of teach- 
ers, classroom costs, blackboards, et cetera, and associated over- 
head.' And there -a^e some accounting conventions and Medicare re- 
imbursement principles that determine the amount of the cost 
passthrough that is reimbursed under the Medicare Program. * * 

When the prospective payment -system was proposed by the ad- 
ministration, we urged that this current arrangement of a direct 
passthrough for direct medical education costs be retained. And 
Cgngress did agree at that time. 

The second part of the medical education story deals with the so- 
called indirect medical education costs. And this is based on an ob- 
servation that had been made that costs in teaching hospitals were 
higher than costs in nonteaching hospitals. And the factor that was 
- used to examine this was the inter n-and-resident-to-bed ratio of 
hospitals. And it was observed that the . higher that ratio, the 
higher the costs in that particular facility. ; 

I might add that the exact cause and effect of that observation 
could hot be deciphered based on the data available. There are 
those who feel there may be some case mix contribution; it may be 
r. the result of additional tests being ordered by inexperienced physi- 
cians or it may be the result of some kind pf inefficiency. Nor was 
there a judgment about whether those costs were appropriate or in- 
appropriate. 

At any rate, based on these observations, for every, 0.1 factor of 
interns and residents to bed, the cost limit per case allowed was 
6.0(5 percent higher. Tfiis predates the prospective payihent system. 

These observation^ were taken into account as we advanced the 
prospective payment proposal, and again, the report to Congress 
recommended no change; that these indirect costs be recognized 
separately under the prospective payment system. 

The Congress agreed with this. But I might j>oint out the Con- 
gress chose to double the formula that had been used to calculate 
the indirect medical education adjustment. And when we did that, 
using the rpost current data available at that time; the double for- 
mula produces an 11.59-percent increase in the payments, Federal 
payments, under the prospective payment system. So it is 11.59 
percent of both the PPS rate as well as the outlier payments, the 
Federal outlier payments, for every 0.1 percent increase in the 
ratio of the interns and residents tq beds. 

This is described as a lump sum payment, but it's probably more 
accurate to say that it's divided and paid under installments, which 
is more correctly known as "periodic interim payments/' 

The other thing that's important fo^ us to talk about today is 
which interns and residents could be counted in coming up. with 
this particular formula. Originally under the prospective payment 
system and the interim final regulation that was published, only 
those interns and residents actually employed by the hospital and 
providing seratices at the hospital were counted in coming up with 
the indirect payment amount. However, responding to criticism 
from various sectors that this was inequitable, in the January 1984 
final regulation of prospective payment, we expanded this to in- 
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elude those interna and residents who were working at a hospital 
but were employed by another entity, which had had a long-stand- 
ing/historic medical relationship with the hospital. I think a clas- 
sic example there— very familiar to the chairman— is the Mayo 
Clinic. And that institution and those interns iernployed by that in- 
stitution were then included fot purposes of calculating the indi- 
rect payment amount. \ 

Congress made further changes in the/ Deficit Reduction Act 
which was enacted this past July. And in that case, Congress dir 
rected that all interns and residents be counted if they were pro- 
viding services. And there is no importance attached to who em- 
ployed them or who paid their salary and so on. 

Obviously, if we are going to count every iptern and resident, no 
matter in which facility they work or how many hospitals they 
work in, we have to be very careful that we count them appropri- 
ately so that every intern and resident is only counted once. Anay 
we are prepared to monitor that situation and collect the data that 
is necessary in order to do thet. 

Let's move on and talk about the effects of all .of these policies. 
Obviously,, the prospective .payment system was set up on a budget 
neutrality mode, and that clearly says that the more dollars which 
flow to one facility, whether that's a teaching or nonteaching facili- 
ty, it means less dollars will flow to the other facilities. 

We did a simulation which attempts to predict the effect of the 
current policy. And that simulation acted as if all hospitals receiv- 
ing prospective payment amounts were paid at 100 percent of the. 
Federal regional rate in year one of the prospective payment 
system. And, actually, oflly 25 percent of the payment amount was 
the Federal regional rate. 

That simulation showed some very intei^sting findings- It 
showed that if you look at the .118 sp-called heavy teaching Hospi- 
tals, they would receive &n average of $756 per case in direct medi- 
cal education reimbursement. They would also receive an average 
of $2,158 per case for indirect medical education. And we would 
compare those amounts to thte DRG payment of $4,079 per case. 

There is a 53 percent add-on then to the DRG payment for indi- 
A rect, and an additional $756 per case* for direct medical education 
for those heavy teaching facilities. And we can compare that to the 
fact that the average direct and indirect payments* for teaching 
hospitals, for those heavy, teaching hospitals, would be the same as 
thfcjDRG payment for non-teaching hospitals. - 

|Bnj look at the other teaching facilities,, about 654 of them, 
yoywBp that the DRG payments for them per case is approximate- 
ly $aBo9. And they receive a 10-percent addon for indirect medical 
education, and a further 6-percent add-on for direct medical educa- 
tion, f 

Backing away and looking at it globally, this means that, in 
budget neutral terms, dbout $204 pier case must be shifted away 
from all hospitals receiving prospective payment reimbursement so 
that the teaching hospitals may receive an average of $613 per case 
for indirect medical education. 

What about the, future? Clearly, we intend to cl&sely monitor the 
payments and attempt to suggest refinements where needed. The 
Department is also currently sponsoring a* major study of the fi- 



nancing and cont of graduate medical' education and findings arc 
expected in mid- 1985. 

And, finally, the Health Care Financing Administration is i rives- 
tigating tlie case mix measurement improvements to se* if iirv 
provpjnents over our current diagnosis related classification 
scheme are possible and whether, in fact, those case mix differ- 
ences would explain some or all of the differences in th^ cost in 
teaching facilities. That work is very much underway. 

This concludes my remarks. And I wpuld be delighted to answer 
any questions. 

Senator Durenberger. Thank you, Dr. Desmarais. 

(The prepared written statement of Dr. Desmarais follows:] 
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I ah Henry Desmarais, Director of the Health Care Financing 
Administration's (HCFA) Bureau of Eligibility, Reimbursement 
and Coverage. Accompanying. me is Allen Dobson, Director of 
HCFA's Office of Research. Tan pleased to be hers to, 
present an overview of how medicare currently reimburses 
hospitals for medical education costs, . 

Background 

llafly hospitals engage in educational activities, including 
training programs for medical students, interns, residents, 
nurses and various paramedical specialties, these programs 
contribute to the quality of patient care within- the - 
institution and are necessary to meet the community's needs 
for medical and paramedical personnel. the committee 
reports which accompanied the passage of the jledicare 
program in 1955 recognized that until the community 
undertakes to bear such education* costs in some other way, a 
part of the net cost of such activities should be considered 
as aw element in the cost of patient care , following this 

DIRECTIVE, THE MEDICARE PRINCIPLES OF REASONABLE' COST 
REIMBURSEMENT SPECIFICALLY INCLUDE MEDICAL EDUCATION COSTS, 

THE ORIGINAL COMMITTEE REPORTS ALSO RECOMMENDED THAT, WHEN 
DEVELOPING THE PRINCIPLES OF REIMBURSEMENT, MEDICARE SHSUTd 

draw upon the experience of private organizations, 
Medicare's principles for separately recognizing medical 
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EDUCATION COSTS WERE MODELED ON A LONG-STANDING COST 
REIMBURSEMENT PRIN6IPLE USES BY BLUE CROSS AND tfTHER PLANS 



IN REIMBURSING MEDICAL EDUCATION, 



Historically^ medicare expenditures for the education and 
training of health professionals have represented between 
and 6 percent of annual hospital insurance ihu trust fund 
expenditures. 



«ITHjyH»LEMENTATIOMJf THE PROSPECTIVE PAYMENT SYSTEM 
BEGINNlllG IN F ISC At Y EAR '1984, THE COST OF MEDICAL EDUCATION 
PRQSRAJtf IS EXPECTED' TU^GROH. THIS WILL RESULT BECAUSE ' ' 

'DIRECT MEDICAL EDUCATION COSTS ARE ^AID'ON THE BASJS OF 
REASONABLE COSTS, AND AN ADDITIONAL SPECIAL ALLOWANCE, 
DOUBLE THAT PROVIDED UNDER THE PREVIOUS SYSTEM OF CO^T 

"LIMITS, iS MADE FOR THE INDIRECT COSTS GENERATES BY INTERN • 
AND RESIDENCY PROGRAMS, THEREFORE. THE SYSTEM COiiTMNSk NO 
DIRECT INCENTIVE TO RESTRAIN THE GRONTH OF MEDICAL EDUCATION 

"costs. . 



Pirect Medic al Education -Costs >: V 

r ^ .... # 

THE TERM *M£J)ICAL. EDUCATION COSTS* ENCOMPASSES HOT ONLY 
THOSE COSTS ASSOCIATED WITH PROGRAMS TRAINING PHYSICIANS SUT 
ALSO A'.RANGE OF HEALTH PROFESSIONAL' AND PARAPR0FESS I ONAL 
TRAINING PROGRAMS * il£DICAR£ REGULATIONS SPECIFICALLY 
RECOGNIZE 13 APPROVED PROGRAMS I§ £D0!TION TO PHYSICIAN 
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TRAINING PROGRAMS, RACING P* ON NURSING AND CYTOTECHNOLQGY 
TO MEDICAL RECORDS TRAINING. *C£RTAJN ADDITIONAL PROGRAMS 
MAY ALSO 8E INCLUPEP. 

I 

DIRECT MEDICAL EDUCATION COSTS SUCH AS STIPENDS OF TRAINEES. 
COMPENSATION OF TEACHERS, AND CtASSft*O0M AND ASSOCIATED 

overhead kh normally allocated to special cost centers 
under Medicare's cost reporting system, Medicare's share of 
these costs is determined using the same procedures that 
^ere developed for c0st-ba$e0 { reimbursement to allocate 
patient care costs to medicare , 

When developing its proposal for a prospective payment 

SYSTEM FOR HOSPITALS, THE DEPARTMENT OF HEALTH AND HUMAN 

services recommended ano congress approved continuing to pay 
for direct medical education costs on a cost-related basis 
separate from the diagnosis-related qroup cdrg) payment p£r 
case. Allowance of this pass-through of direct medical 

♦ 

EDUCATION COSTS RECOGNIZES THAT. T HI OPERATION OF MEDICAL 
EDUCATION PROGRAM ANU THE ACCOMPANYING COSTS ARE 
CONCENTRATED IN A LIMITED NUMBER OF HOSPITALS AND SUCH COSTS 
Arte GENERALLY NOT RELATED TO EFFICIENCY GF„ OPErUT I ON^fc 

Nearly dOO hospitals covered sy the prospective payment 
syst£m have medical residency programs, ' 
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Indirect Medical Education Costs 

/ ■ - 

THE PRESENCE OF MEDICAL EDUCATI-ON PR06RAKS and their 

trainees also generates additional costs. for support 
services and other activities which cannot be easily 
separated from patient care^costs, the h16her costs 
associated kith teach i no hospitals hay include increased 
departmental overhead and the higher cost of treating 
patients due to increased laboratory tests and similar 
services.' Some people believe that these higher costs may 
be due, in part, to greater complexity of cases not captured 
by our case-mix measure, under the totally cost-based 
program, such costs mere generally included in the 

DEPARTMENT IN WHICH THEY WERE PROVIDED. ORIGINALLY, THERE 
WERE VIRTUALLY NO LIMITS ON THE AMOUNT Of THE COSTS THAT ■• 
COULD BE INCURRED AND THE ACTUAL PLACEMENT OF THESE COSTS ON 
' A COST REPORT HAD LITTLE SIGNIFICANCE. HOWEVER , WHEN COST 
LIMITS WERE PLACED ON ROUTINE OPERATING COSTS AND LATER ON 
COSTS PER CASE , , THESE INDIRECT COSTS OF MEDICAL EDUCATION 
BECAME SIGNIFICANT SINCE THE LIMITS MERE DERIVES FROM 
GROUPINGS OF HAKY HOSPITALS, MANY OF WHICH DID NOT HAYE 
TEACHING PROGRAMS i LEAVING HOSPITALS WfTH INDIRECT MEDICAL 
EDUCATION COSTS AT A DISADVANTAGE, 

IN 1980, A FQrfHULA WAS DEVELOPED TO DETERMINE ADDITIONAL 
AMOUNTS WHICH WOULD BE ADDED TO COST LIMITS FOR TEACHING 

van 
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HOSPITALS. THE FORMULA WAS A PESttNIASE ADJUSTMENT BASED ON 

/ 

the ratio of interns and residents to* beds* the percentage 
is derbed feok an analysis of costs per case ard the 
Essence of^" interns and residents in the hospital and is 
designed to provide an allowance for the higher costs 
associated with teaching institutions* 

Under the cost limit system, the percentage adjustment for ' 
indirect medical education costs raised the 4.jmit above 
which costs would not be payable. hospitals with costs 
below the cost limit received their full costs without 
additional payment to further recognize indirect medical 
education costs. - j * 

When developing the prospective payment legislation, 
Congress determined that an amount should be payable for 
indirect medical education costs in addition to THE COST 

REIMBURSEMENT OF DIRECT MEDICAL EDUCATION COST§ AND THE . 
OTHERWISE APPLICABLE PROSPECTIVE PAYMENT RATE^. CONGRESS 
DOUBLED THE FORMULA THAT HAD BEEN USED TO DERIVE A 
PERCENTAGE INCREASE IN COST LIMITS SO THAT FOR COST 
KEPORTING YEARS BEGINNING JN FISCAL YEARS 198^4 AND 1*85. THE 
INDIRECT MEDICAL EDUCATION ADJUSTMENT PROVIDES AN ll.Sd 
PERCENT INCREASE IN THE FEDERAL PORTION OF THE PROSPECTIVE 
PAYMENT RATE FOR EVERY 0, 1 PEKOE NT INCREA&E i OVER ZERO ) IN 
THE ' RAT 1 0 OF INTERNS AND RESIDENT^ TO BEDS . THIS PERCENTAGE 
HAY 6i ADJUSTED PERIODICALLY AS MORE CURRENT AND COMPLETE 
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DATA iECOHt AVAILABLE. ' In CONTRAST M|TH THE ADJUSTMENT OF 
THE COST LIMITS, THE ADJUSTMENT FOR INDIRECT COSTS OF 
MEDICAL EDUCATION UNDER PROSPECTIVE PAYMENT IS AN ACTUAL 
ADDITIONAL PAYMENT TO TEACHING HOSPITALS WHICH IS DETERMINED 
RETROACTIVELY BASED ON THE* TOTAL REVENUE FROM THE FEDERAL 
PORTION OF THE PROSPECTIVE PAYMENT RATE. 

Prior to January 198m. for purposes of the ratio, hospitals 

COULD COUNT ONLY THOSE INTERNS AND RESIDENTS EMPLOYED BY AND 
PROVIDING SERVICES AT THE HOSPITAL, THIS METHOD OF COUNTING 
CONFORMED TO AMERICAN HOSPITAL ASSOCIATION SURVEY 
REQUIREMENTS. In JANUARY, THE REGULATIONS MERE REVISED TO 
PERMIT A HOSPITAL TO ALSO INCLUDE INTERNS AND RESIDENTS 
EMPLOYED BY ANOTHER ORGANIZATION KITH WHICH IT HAD A LONG- 
TERM HISTORICAL MEDICAL RELATIONSHIP AND WHICH EMPLOYED 
VIRTUALLY ALL OF THE 'INTERNS AND RE'S! DENTS PROVIDING 
SERVICES AT THE HOSPITAL, THE DEFICIT REDUCTION ACT OF 
vP. L 9s- 35^;, ENACTED ON JULY 18, INCLUDED AN AMENDMENT 
WHICH, EFFECTIVE FOR COST REPORTING PERIODS BEGINNING ON OR 
AFTER OCTOBER 1, ltyM, PERMITS A HOSPITAL TO COUNT ALL OF 

the interns and residents providing services in the 
hospital . Since the number of interns and residents working 

IN HOSPITALS DIRECTLY AFFECTS THE. AMOUNT OF PAYMENT, -WE ARE 
CURRENTLY DEVELOPING PROCEDURES TO ASSURE THAT UNDER THE 
REVISED RULES , k SINGLE RESIDENT OR INTERN IS NOT COUNTED AS 
MORE THAN ONE FULL-TIKE EQUIVALENT EMPLOYEE REGARDLESS OF 
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the number 6f Hospitals in which he or she performs - 



SERVICES. 



Effect of Policies for Reimbursing Hedical Education Costs 



The pass-through of direct medical education costs and the 
additional payment for indirect medical education costs have 
a significant fiscal impact on those hospitals having 



medical education payment, in a budget neutral context, has 
an effect on institutions without teaching programs, too . 
we have estimated that if all hospitals under the , j 
prospective payment system had been reimbursed solely oh the 
basis of the. Federal regional 'rate in Fiscal Year 198*4, the 
approximately u8 "heavy** teaching hospitals (those having a 
ratio of one or more intern or resident for every four beds) 
would have received an average of $756 per case for direct 
medical education and $2,158 pgr case for indirect medical? 
education , while their org payment per case would have b&n 
$*i,07y. thds, they would be receiving a 53 percent add-on 
to their drg payment for indirect medical education and an 
additional $756 for direct medical education, the effect is 

SUCH V THAT FOR "HEAVY* TEACHING HOSPITALS, THE AVERAGE DIRECT 
AND INDIRECT TEACHING PAYMENTS PER CASE IS ABOUT THE SAME AS 
THE ACTUAL DRG PAYMENT, PER CASE FOR NONTEACHING HOSPITALS. 



APPROVED INTERN AND RESIDENCY PROGRAMS. THE INDIRECT 
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For the remaining hospitals with teaching activities, 

^APPROXIMATELY 654 FACILITIES, IN ADDITION TO THE AVERAGE DKG 
PAYMENT PER ^JEJJF S3. 65*. WOULD RECEIVE All ESTIMATED 
ADDITIONAL 10 PERCENT FOR INDIRECT AMD ANOTHER 6 PERCENT FOR 
DIRECT MEDICAL EDUCATION. OUR SIMULATION INDICATES THAT 
APPROXIMATELY $2W PER .CASE WOULD BE WITHHELD FROM ALL - 
HOSPITALS SO THAT ALL THE TEACHING HOSPITALS COULD RECEIVE 
AN AVERAGE OF APPROXIMATELY $413 PES CASE FOR INDIRECT 
MEDICAL EDUCATION, 

WE WILL BE CLOSELY MONITORING EXPENDITURES FOR MEDICAL 
EDUCATION AS THE SYSTEM PHASES-IN TO A FULLY PROSPECTIVE 

c 

Federal rate, and we hope to identify improvements which 

COULD BE .MADE IN THE METHOD OF REIMBURSEMENT PGR MEDICAL 
EDUCATION COSTS. AS PART OF THIS EFFORT, THE DEPARTMENT IS 
CURRENTLY SPONSORING A MAJOR* STUDY OF THE FINANCING. ANd'cOST 
OF GRADUATE MEDICAL EDUCATION. FINDINGS ASE EXPECTED IN ' 
-MID-19&J* 

In addition, it hay be that the high costs associated with 
teaching hospitals are related ( to unmeasured differences in 

CASE MIX ACROSS ^SPITALS; HCfy.IS CURRENTLY INVESTIGATING 
SEVERAL APPROACHES FOR IMPROVING CASE MIX MEASUREMENT* If 
THIS EFFORT IMPROVES OUR ABILITY TO MEASURE CASE MIX AND 
RESOURCE REQUIREMENTS, THE NECESSITY FOR PROVIDING AN " 
ALLOWANCE FOR INDIRECT MEDICAL EDUCATION COSTS MAY BE 
% DIMINISHED. 

Mr,, Chairman, this concludes my prepared statement, I will 

3E GLAD, TO ANSWER ANY QUESTIONS YOU MAY HAVE, 
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STATEMENT OF DHL ROBERT GRAHAM, ADMINISTRATOR, HEALTH 
RESOURCES AND * SERVICES ADMINISTRATION, PUBLIC 
HEALTH SERVICE, DEPARTMENT OF HEALTH AND HtJMAN 
SERVICES 

Senator Durenbergek. Dr. Graham. 

Dr. Graham. Mr. Chairman, as we discussed briefly last Friday, 
the Public Health Service interest in the area of graduate medical 
education financing derives from our Federal responsibility for 
issues such as distribution, access to services and making sure that 
the system has an adequate number of individuals properly trained 
to deliver the necessary services. 

Historically, the PHS has had a major role in developing the ca- 
pacity of that system. The investments that we^ have made from 
the late 1960's onward lead to a large expansion in the size of med- 
icart school and nursing school classes and the expansion of all 
4 other types of health professions training. 

To some extent, this has created the problem that we are dealing 
with: how to educate health professionals in a cost-effective and eq- 
uitable fashion. The training programs supported by the Public 
Health Service are relatively modest. We provide direct grant sup- 
port for training programs in family medicine, primary care inter- 
* nal medicine* and primary care pediatrics. These grants offset 
some of the costs of sponsoring and carrying out those programs. 
They are specifically in the areas of primary care because that is 
the area where we are trying to work in partnership with the aca- 
demic and practicing communities to correct an imbalance in terms 
of the percentage of physicians" who are in specialty versus primary 
"care medicine. 

However, these and certain other highly focused activities are 
about the limit of our direct role in health professions education 
now. We continue, though, to be concerned with the outcome of the 
debate, the scope of which you sketched in four opening statement. 

The graduate education system is a complicated, pluralistic, 
system. Thousands of decisions are made by persons across the 
Country every year in determining how many residency training 
positions will be offered in wlyih specialties and in which locations. 
To try to find ways to bring those decision© more in line with na- 
. tional policy, and to make them more ,cost effective raises some 
fundamental issues as to how those decisions are made. Decision 
making is pluralistic, not centralized. 

We also must recognize that there are costs for health profes- 
sions education. And the debate should focus on the public role- 
Federal, State and other — in supporting those costs for education. 
We cannot allow our vision to be obscured by thinking that there is 
some way to save money, that somehow these costs are going to be 



As I have noted, the Public Health Service has a relatively 
modest grant role in training health professionals. Our reai res fea- 
sibility is trying to make sure that there is balance in the system, 
that the resources are somewhat matched with the needs, that care 
is delivered to people who need it, and that the issues are ap- 
proached in a methodical, thoughtful way. 



them. 




costs. Someone must pay 
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I'm encouraged by some of the issues you raised in your opening 
statement. It appears to me that that is the scope that this commit- 
tee is ready to take on. 

But, first, I think there needs to be some agreement On princi- 
ples. If we just concentrate on cost, the principles slip away from 
us. And the first principle is who is responsible for cost. Is^t a 
public responsibility? Should it come from the "sick fund"? Should 
it come from Medicare-Medicaid revenues? Should it come from in- 
surance funds? Or should there be some new way of paying for it? 

Regardless of what we think the cost should be, the first princi- 
ple's who pays. And, I think, we need to come at it from the view 
point of principles first and cost second, rather than cost first and 
then hoping we can back into a set of principles ^that we can live 
with. This is a tremendously complex, decentralized, pluralistic 
system. It has served us exceptionally well over the past two dec- 
ades. That's not to say that it is without problems in terms of cost 
or internal maldistribution. But it is a system th$t is functioning 
generally very well. % 

As we change it, because of our concerns about cost and equity, I 
hope that we can do so after discussing a set of principles, and not 
be driven solely by concern for cost. 

Senator Durenbergkr. Thank you, Dr. Graham. 

[The prepared written statement of Dr. Graham follows? j 
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Statkmknthy Riibkmt Graham, Jt\&, Administrator, Health Resources and 

b&kVIClitt ADMINISTRATION 
StAXEKSKT -BY 

* AKD SStVlClS AUffKlSHAXIOK 



Mr. Chairman and Naaoar* of tha SuDco*»ittjt : 
* "* ■ 
2 *a Dr. Rooart Graham, Adadniatf ator of tbt Kaaltn Kasourcas art Servicaa 

Administration. X a* pi* a a* tt> ba htra U> diwu**ds*fdicara funding of »t«Uc«l 
and othar haaltfc profession* education. X a* especially pleased by the 
Su&co/nmittea'a interast ic first examining tne>* preaent ays tea and bow it i* 
wot king before considering any changes. 

fics - of -the diicuaaion of tha iapact of change* in xeiajbuxsesvnt tor 
educational progr*jn*^a* centered ground ti^ training of' the nearly ?Q,gCu 
wad ic*i intern* and resident* is approved programs. Other program* directly 
s^omoiad by hospital* include nursing program* and alliad health profaaiiona 

process* . 

In addition to tha direct operation of educational program*, hospitals 
al*o play a roll aa tha major clinical facilitiat for collegiate sponsored 

program. Approximately 6C* of *1^ hoepitale serve in this capacity. 

Tha peasant Medicare educational r* ipeurteaent ay a tan ia primarily 
focused on tha intern anal residency <progra« with only a if&all portion of 
tha expenditure directly supporting tha other -health profaiiiona, Tha 
Association of African Radical College* estimated that about 80 percent 
of tha hospital costs for residents' salary, fringe benefit'*, ate. in 
1982 came from patient xevtnut and general operating eopropr iaticn* . Tha 
financing of othar program* ia *om* combination of tuitifc©^ grants, and 
hospital support frorc othar revenues. Of tan tha us* of tha hoapital as a 
clinical facility by school* of nursing and alliad health programs is 
through affiliation agreements in whicl} no swney exchanges hands. 
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Cosmnti with respect to the pitMftt method of Mtdicirt financing of 
educational program* include the fcih?vinc; 

/ 

d Tha prtitnt irvHrect teaching adjustment vat intended to account for 
various factor* such a* severity gf illness in teaching hospitalf. it 
therefore should not be confuted with actual clinical education cost*. 

o If Medicare were no longer to support eradiate health professions education, 
then *;tern*tive sources of funds My have to be found. The intact of 
such, reductions on the health wOrk force itself cannot be estimated at 
this tin*. 

o Virtually all health professions' education involves informal 

arrangements between the' sponsoring academic institution and th^e , * 

facilities {mostly hospitals) that provide clinical instruction. 

Many such arrangements {which q£flr hospitals a source of recruitment 

» =. " - ' 

and other benefits such a* academic appointments for hospital sta£f) 

, j» 

have been carried out without cost ,to the academic institution. The 
iispact of these changes on reimbursement policy or general cost-cutting 
measures resulting from hospitals eliminating such agreements must be 
evaluated in developing an alternative to the current systes. 

In closing, i would like to emphasize our concern that the present 

system ano proposed alternatives be' studied in detail before decisions 

are xade. Our agency, in coordination with the Health Care Financing Administration 
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it beginning to address ihia issue in eoe* depth, for ixi^it,. 

two of our councils, the National Advisory Council on Health Professions 
■J Education and the National Advisory Council on Burse Training, *ra 

- ait latins us in developing a strategy to assess the potential iapact of 
change* in hospital financing, including Kedicare'i Prospective Payment 
System, on health professions education. 

** * * * ' r 

; would like to thank, you for this opportunity to address this Subcommittee 
ind would be happy to answar any questions. , 
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SOURCES OF STUO^KT FiHAJCIAi ASSISTANCE 1974-7* TNAOUG* 
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Senator Durenbkruwi. I have only oi\e small disagreement,'! 
guess. Rather than having thtf first principle be who pays, I think 
the first principle is what is it you want to sell me. And J don't 
think you would disagree with that. That probably is the thrust of 
these two hearings. What are we buying now? And how is that per- 
ceived by the various consumers? . 

I take it you wouldn't disagree with that. 

Dr. Graham. No. I actually wrote down "who, what, why, and 
how much'" But those are the principles that I' think have to b6 
agreed upon. 

Senator Durenberger. Have you come to judgment on the role 
t4f^public has been playing in the last 15 years or something like 
that? As I perceive the public role, it really hasn't been a public 
role. It has been a series of studies based on articles that have been 
written and concern that has been demonstrated about shortages, 
or inaccessibility or distribution or whatever. And then a congres- 
sional response out of which a very small amount of the public is 
involved. And then a couple of years after the problem is at its 
most severe, there is some congressional activity in one line of title 
7 of the Public Health Services Act or some of these other titles 
and /or some kind of capitation for graduate medical education. 
And then along about the time the problem is gone and we start 
seeing surpluses, we can't give up any of these things. And so 4, or 
5 or 6 years later, the so-called public has to say, "Hey, what are 
you spending on that for? M * / fc 1 

That strikes me as the way the public has been interfacing with 
the problem of needed adequate numbers of health professionals. 
What conclusion have you come to about the way we have been 
proceeding to involve the public in the last 15 years? 

Dr. Graham, Prior to 1960, there was little direct involvement on 
the part of the Public Health Service in health professions educa- 
tion. Then there developed a general perception that \ve had a sub- 
stantial shortage of most types of health professionals. As a result, 
we embarked upon capacity building, providing money for new 
buildings, and more faculty. The schools cooperated. The States re- 
sponded with State funds. Capacity grew very rapidly/ * 

Senator Durenberger. And it covers the wide spectrum in this 
period of time of higher education. 

Dr. Graham. That's right. 

Senator Durenberger. I mean we were financing student hous- 
ing and a wide variety of things on college campuses all over the 
country, 

Dr. Graham. There was great concern as to whether the educa- 
tional resources of the United States were adequate to meet the de- 
mands of the public and of the students. That was also the time we 
were dealing with the baby boom. A lot of people didn't know 
whether there were going to fye places for those kids, for my gen- 
eration. That was only 10 to 15\years ago. * 

Starting with the early to rhid-1970's, we saw a change in the 
public role. The Public Health', Service moved away from general 
open-ended support in medicine and the other health professions. 
Most capitation grants were phased out. PHS moved tgppard pro- 
grams targeted at primary care, at redistribution, at changing the 
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mix of health profthwionala,. disadvantaged assistance pro L 
were strengthened. s 

That's where we £re today. There is less money now than there 
was 4 or 5 £ears ago. As * long as there is a general (perception that 
there is an adequate and increasing supply of health care profes- 
sionals, you will see Public Health Service support for health pro- 
fessions education remain tit a very modest level. 

Senator Durenberger. And that whole issue oi distributing and 
access I hope we will get into again with you or sopfcone else in 
our next hearing because you are right. There is a perception out 
there that we have solved the problem and there is a surplus. But I 
think there are a lot of sjjeas of this country which you could go to 
today where they would disagree with regard to tneir particular 
communities op areas. - 

Dr. Graham. The single most profound .change that will influ- 
ence the practice of medicine over the next 10 years is the very 
large increase in the number of practicing physicians. Intellectual- 
ly we hav6 a difficult time dealing with what it will mean that by 
the mid to late 1990's t^ere will be 40 percent mqr? practicing phy- 
sicians in the United States' than there are today. But those num- 
bers are there. The physicians are*in the pipeline. They are going 
to charige the face of the policy issues that we are dealing with. 

Senator Durenberger. i!et me ask you a question relating to a 
specific population. That's the otie largely covered by Medicare, the 
elderly. All the demographic point to a substantially increasing 
number of elderly. And, obviously, we expect to see a rather sub- 
stantial demand for health care which is g^pfred to treating chronic 
and other conditions associated with that age group. 

I have been given the impression by a Variety of people, includ- 
ing thfeJfellow that is leaving as head of the medical school in Mirffc 
nesotarand going off to, in effect, study one specialty, I think, that 
particularly affects the aging. There is an awful lot that we yet 
need to knpw about the problems, health problems, that face the 
aging in this country. In, the Public Health Service, are you plan- 
ning any particular programs or recommendations that might, be 
targeted toward solving that problem? Or would it be • appropriate 
for us to conclude that academic and medical center environments 
are probably the best places to solve that problem becailflhpf the 
particular mix of talents that you would look for to concentrate on 
these problems of aging? . *j 

Dr. Graham. We are doirig two tpngs that respond to that prob- 
lem. One is narrow 'and targeted aaeHffteSs more general. In a tar- 
geted fashion, our agency is^working with the National Institute of 
Aging on several projects that relate to the development* of geriat- 
ric curricuiufris for the ^various health disciplines. We feel that 
there is a need to further develop a cadre of healtfTprofetjsionals — 
physicians, dentists, nurses, pharmacists, who have special compe- 
tence in the area of geriatrics. 

However, in the broader sense, we must be able to train over tlje* 
next ") to 10 years a stable population of primary care providers 
who can care for individuals in the mainstream. I do not think that 
the answer to providing services to our aging population Is to pro- 
vide those services only through geriatricians. Those services 
should, be provided through broadly trained, generaiist physicians, 
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who have the consulting resources of the geriatricians to rely on in 
particularly complicated cases. We should not sequester our elderly 
population for treatment by physicians in a totally new medical 
specialty. ~ ( . 

Senator DurenBeroer. I wonder if that's a bridge — and this is 
only a recollection to jDr. Desmarais — I thought I saw in your state- 
ment, or maybe it was somebody else's, some indication that the 
way the present reimbursement system for indirect medical educa- 
tion works is that such things as family practice specialties were 
probably not compensated aswell as some other specialties, and 
that some of the work wiis done outside of the hospital, arid so 
forth. That was not your statement? 

Dr. Desmarais, Not my statement. But certainly it's true that 
the indirect adjustments are only for inpatient care, so the extent \ 
of outpatient ca^ wouldn't be reflected in the indirect medical edu- m 
cation adjustments. * . A 

Senator Durenberger^ Why don't you pick up on that subject a T 
littlerbit and tell me if because the^^way we are reimbursing toda£, 
are we, inyeffect, skewing in some way the reimbursement systemX" 
in favor of certain medic^ Lsjll cialties and away from others? J? 

Dr. Desmarais. Well, we^fon^ believe we are. Oertainlflpie way 
we reimburse today is largely/a historic phenomenon and a judg- 
ment ^Ijeing made that until something else was done, that Medi- v 
care ought to pay its share of the medical education costs. And 
each intern and every resident in the facility has the same count, if 
you will— they have the same value for "purposes of indirect, medi- ' + 
cal edu£a$ion adjustment: And certainly most programs have an in- 
patient component, a very large inpatient component. 

Senator Durenberger. I think #our statement says that therfc 
aren't any incentives, or very few, if any^ incentives in the current ^ 
reimbursement system to restrain medical education coskL under 
the ifedicare program. Is that correct? ^ 

Dr. Desma&ais.- That's true. On the direct side is the cost pass- 
through. So until something eise occurs, there is fto incenti\fe there, f 
And on the indir&ct side, there is & formula. And unless the formu- ^ x 
la is changed from ¥1.59 peafent — or some similar number based 
on up to date data-^thgt simply factored in, every case results in 
an' additional 11.59-percent reimbursement in a teaching hospital 
for every m). 1 ratio of interns and residents to beds, 

Sena^rvDuRENBERGKR. Now what's the evidence out thefe that 
sonteixxry is taking advantage of Eh^tMack of incentive? Is there 
any yet? ) 

Dr. Desmarais. We really don't have any evidence yet q£ the ap- 
propriateness .or^inappropriateness of that number. 'Qleany, that 
was a judgment Congress reached feeling that, ^jthout doubling, it 
was inadequate to support Uae^t^achrng programs, and so it was 
doubled. 

Sena tor J Ju^enberger. Can you give me a little scoping of where 
the gralSRte medical education is being^provided in this country? 
Who are the berjeficiaries of graduate medical education? In terms 
of whether the nurribers are concentrated, whether there are any 
people in rural areas benefiting in any way from graduate medical ^ 000m 
education programs? Are there diffiden ces a mpnglvarious types of t 
hospitals? In other words, a teaching^lTosplTffl thpt is fjart of an 
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academic medical center as opposed to some others? What does the 
landscape look like across thfe country right now?' - 

Dr. Desmarais. Well, certainly it should come as no surprise that 
the bulk of the teaching hospitals are located in urban areas. In 
f^ct, I think of hospitals under prospective payment, of the total 
teaching hospitals, there are only 56 of them located in rural areas. 
And the total is 7T2. So the bulk of them do fall in urban areas. 
Fm not sure if we have other data that would indicate exactly who 
receives the 6are. 

Senator Durenberger. What's the consequence of that, in your 
opinion? 

Dr. Desmarais. Well, the consequence of that, I think, is that if 
you are in a rural area, it's very likely that you will have to travel 
to a nearby urban area to receive specialized care in a teaching set- 
ting. For those who receive care in teaching centers, there are ad- 
vantages and disadvantages to that care, obviously. Some feel 
that's the best (Tare. Others feel, well, they don't like to be pcfced by 
medical students and so on. So some people seek out tertiary care 
in a teaching setting and others don t. I guess it depends on the 
problem that confronts that patient and the physicians who do the 
referring. 

Senator Durenberger. What kind of jnarket is there out there 
for residents? Is ther^e a lot of competition among hospitals for resi- 
dents? On what basis are decisions made! about where all of these 
residents go? . \ 

Dr. Desmarais. There is certainly a lot if competition. We are 
reaching the point where there is an intern or resident waiting fot 
nearly every slot in a hospital. And perhaps Dr. Graham would 
want to elaborate on that. So there is a fair amount of competition. 

Basically, the system is a matching system so that medical stu- 
dents in their fourth year are matched to "the facility of their 
choiee." It may be their fourth choice or their fifth choice, but it's 
the facility of their choice through a computerized match system. 

Senator Durenberger. Do you want to expand on thJfi; Bob? 

Dr. Graham, ^es. It's kind of like committee assignments, 
[laughter.] 

The competition among residents is for a hospital or a training 
program. Most of the hospitals and the training programs review 
the credentials of the more qualified applicants. Through a comput- 
erized matching system, they select those they prefer. They try to 
match highest choices of residents with highest choices of pro- 
grams. ' ■ 

A related phenomenon going on now is 6f major concern to Us, to 
academic medicine. There is a possibility that because of uncertain- 
ties, new reimbursement, systems, and the cost of graduate medical 
education and hospitals, the number of total residency positions 
may decrease not only modestly but precipitously. We could come 
to a situation in the relatively near future where there would not 
even be enough residency positions in the United StateS for all of 
our medical graduates. We are not in that position now, but we are 
much closer to it than we were 5 or 6 years ago. 

As economic incentives change in the teaching hospitals, there is 
less and less of a passthrough psychology* Formerly it didn't make 
any difference if there were eight surgical sponsors; those costs 
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were just panted through. If I thought I needed a faculty of 10, I 
could have 10. Now the incentives may well pit the hospital admin- 
istrator against the program chairman. The administrator may not 
be sure if the hospital am afford eight. How abmit six? ^ 

If that happens program by program in a aecentralized fashion 
with hat everyone knowing what- everybody else is doing, we could 
lose a fairly large number of positions in a year or two. 

Senator Durenberger. You are probably right that we could get 
on this one for some period of time, and maybe that is art area that 
I would ask you to respond in writing. 

^1 am curious to know, obviously, if the competition is really 
among residents for slots to get to be one, two, three, four. If I 
could crawl inside that computer, who is No. 1, who* is No. 2. I 
assume I could tell if I just looked through that computer. I could 
tell which of the teaching hospitals in the country is the one that 
the most people would lik^ to go to. And then I would ask ques- 
tions about why. 

E>r. Graham. It may vary program by program. 

Senator Durenbergkr. That I understand. 

Dr. Graham. The most attractive internal medicine, programs 
may be in the hospital that does not have an attractive surgery 
program. 

Senator Durenbergkr. I understand that. But I could theoreti- 
cally get inside this computer and look over a couple or 3 or 4 
years and I would find out by reputation who is No, 1. 

Dr. Desmarais. It's a very individualized situation. The intern, 
the potential intern, may be looking for a part of the country to 
settle in or looking for a particular professor to woyk under to do 
specific research. It just varies tremendously, and it certainly 
varies by program because ope part of the country may have the 
best pediatric program and another part may have the best inter- 
nal medicine program. And those numbers, of course — there is a lot 
of competition between our educational centers as welL 

Senator Durenberger. I take it also that it might require a little 
elaboration for yop to define the word "afford" in the sense of the 
negotiation between the hospital administrator and the people that 
want the residency position. And I may ask that question of some 
of the people from the teaching hospitals. 

I have a dozen other questions of each of you that I will submit 
to you in writing. My appreciation to both of you for being here, 
and we will see you again at the next hearing. 

Dr. Desmarais. Thank you. 

Dr. Graham. Thank you. 

Senator DuKteNBERGER. Our next panel consists of Dr. John A.D. 
'Cooper, president of the Association of American Medical Colleges; 
C. Thomas Smith, president of Yale-New Haven Hospital, New 
Haven, CT, on behalf of the Association of American Medical Col- 
leges; Dr, Edward Stemmler, dean of the School of Medicine, Uni- 
versity of Pennsylvania, on behalf of the Association of American 
Medical Colleges. ' 

Gentlemen, I belieVe you were all here for the opening state- 
ment. You have soQie feel for the scopfe of the hearing today judg- 
ing from your prepared statements. You have gone beyond the 
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scope in being helpful to us. Arid, personally, I appreciate that a 
great deql. 

So your entire statements, together with any responses to ques- 
tions that we may submit to you in writing, will be made part of 
the record. And you may proceed to summarize those statements in 
whatever order you would like to go. ' 

Dr. Stemmier? H 

Dr. Stemmler. Yes, thank you, Mr. Chairman. 

STATEMENT OF DR. EDWARD J, STKMMLER, DEAN OF THE 
SCHOOL OF MEDICINE, UNIVERSITY OF PENNSYLVANIA, ON 
BEHALF OF THE ASSOCIATION OF AMERICAN MEDICAL COL- 
LEGES, WASHINGTON, DC 

Dr. Stemmler. First, I must comment that Dr. Cooper unfortu- 
nately could not be at this hearing. But nonetheless I want you to 
know the association is well represented. 

Senator EXurenbergkr, I came to that same conclusion, [Laugh- 
ter, j 

v Dr. Stkmmler. Mr. Chairman, and members of the commit- 
tee — — 

Senator Durenberger. We had another of your colleagues in 
here on Friday that couldn't be here today. It was also more than 
adequately represented. 

Dr. Stkmmler. Well, I'm Dr. Edward J, Stemmier. I'm dean of 
the school of medicine of the University of Pennsylvania. And let 
me first say that our association, on whose behalf I appear, wel- 
comes the opportunity to address this committee. 

While the major focus of today's hearing is on the financing of 
graduate medical education, it is my understanding that the com- 
mittee has expressed an interest in securing a broader picture of 
how medical education is financed; particularly, at the undergradu- 
ate level. Therefore, my presentation will address this broader 
issue. First, from the point of view of the student. And then from 
the point of view of the medfcal school. 

Now the task confronting the medical student is somehfFw to pay 
for tuition, fees, and living expenses for a 4-year course in under- 
graduate medical education. I will refer to a series of figures which 
are attached to my testimony, and take this opportunity to point 
out that figure S in that set of figures has been revised because of a 
certain inaccuracy in the figure that we provided in our lengthy 
statement. 

But in figure 1, we show that on the average tuitions and fees 
have risen substantially over the last quarter of a century, both in 
current and constant terms. However, many State governments 
have held these 1 charges down, and thereby have essentially provid- 
ed a partial scholarship to students attending the publicly support- 
ed schools. 

Students fund their tuition and living costs through out of pocket 
expenditures, through scholarships, or through borrowings A small, 
diminishing fraction of seniors, 26 percent in 1979 and 12 percent 
in 15W4. reported no debt at the time of graduation. Included in 
this group were those whose total support was derived from person- 
al or family resources or from scholarship assistance. 



59 



55 , 

The available source 4)^^ioIarship funds are shown on that re- 
visecf figure 3. Most are service contingent. The noncontingent Fed- 
eral scholarship money for studAite and exceptional finanSJal need 
is small and is shrinking. 

At the time of graduation, a large and growing fraction of sen- 
iors — 74 percent in 1978 and 88 percent in 1Q84 — report that they 
have incurred debts to finance their education. As shown in figure* 
H^the sources from which the educational funds are borrowed are 
displayed, A low-cost Guaranteed Student Loan, the GSL Program, 
is by far the mpst heavily utilized. But as statutory borrowing 
limits on this instrument are exhausted, students have increasingly 
tvmed to the high-cost Health Education Assistance^Loan Program 
[HEAL]. The latter also federally guaranteed is expanding rapidly. 
Kevolving funds of modest size, composed of institutional and 
matching Federal contributions under a national direct student 
loan and health profession student loan programs have provided 
manv students small low-cost loans. 

service contingent scholarship programs, the National Health 
Service Corps, and the Armed Forces Health Profession Scholar- 
ship Programs, designed to meet the personnel needs of the Feder- 
al Government have been available to students willing to make the 
prescribed commitments, although the NHSC Program has been 
curtailed in recent years. i 

Figure 4 ^hows the total- dollars loaned, the numbers of loans 
originated, and the average loan size for eaqjh of these loan pro- 
grams *for the last 2 academic years, - * 

Figure 5 displays other important' data on senior students who 
accrued debt in order to finance their education. The number has 
increased substantially. In the last 5 years, the mean debt has 
almost doubled, The fraction with debt in excess of $30,000 has 
almost tripled, and the fraction whose debt exceeds $50,000 has 
almost quintupled. 

In the face of these data, one cannot suppress a deep concern 
that the current high costs of medical education threaten to make 
it difficult for anyone but those from wealthy families to undertake 
^ a course in medical studies. 

Let's turn to the medical schools. In any discussion of medical 
school financing, it is essential to recognize that the function of 
these institutions and their faculties is no longer simply to produce 
physicians. Other faculty activities— education programs for an ex- 
tensive array of medical specialists and subspecialists and of other 
health professionals, a steady flow of basic and clinical research re- 
suits, frequent contributions to technological developments and im- 
provement, a large volume of medical service in both inpatient and 
outpatient settings, and a host of others, including community out- 
reach activities, Virtually all individual faculty members are en- 
gaged in multiple functions. 

Medical schools ^derive income from both government and non- 
governmental sources for the operation of programs in education, 
research, and patient care. About 38 percent of the total revenue 
budget is earmarked for sponsored or restricted programs with the 
remainder available for general operations. And summary data on 
these revenue streams in both current and constant dollars is 
shown in figures 6A through GD. 
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Federal research awards are a major source of revenue for medi- 
cal schools. In 15)82 H-M, 1(5.7 percent of public and 24.5 percent of 
private school revenues— and I must emphasize equal and offset- 
ting expenditures were derived from Federal research awards. Ac- 
tivities supported through these funds have, over the last several 
decades, contributed enormously to the exciting intellectual ambi-, 
a nee of U.S. medical schools and the frontiers of knowledge have 
been steadily and relentlessly pushed back. 

Other Federal income includes the words under Federal training, 
education and service programs. And, principally, reimbursements 
for expenditures incurred in indirect costs on federally sponsored 
programs. ' * 

Public schools derive a substantial 36 percent of their revenues 
from the regular appropriations of State educational institutions. 
They are to variable degrees subject to expenditure limitations; 

Tuitions and fees account for a'bout 6 percent of medical school 
revenues— 3 percent for the public and 9 percent for the private 
schools. This income estimated to reimburse only about 10 to 20 
percent of the cost to the institutions for educating students still 
constitutes* a severe burden to the students. 
/* The medical service revenues come principally from professional 
fees generated by faculty members .from their patient care- activi- 
ties. In addition, affiliated hospitals reimburse medical scbools for 
that part of a faculty member's time and effort devoted to activities 
that are essentially hospital specific. 

In 1982-88, this source accounted for 26.5 percent of -the gross 
, revenues of the public, and 36 percent of the private schools. 

Over an extended period, the relative importance of the several 
revenue streams has changed, as shown in figure 7. Federal 
sources, principally research, reached a peak in the mid-1960's, but 
subsequently fell to 'about 25 percent. Federal manpower expendi- 
J tures and medical school revenues therefrom, including capitation 
awards after a mediocre rise in the mid-1960's, declined precipi- 
^ tousiy as public and congressional concerns over a physician 
burden became less urgent. 

Tuition income, while increasing both m current and constant 
dollars, remained a relatively small and steady source of income. 
State and local government confributions have increased both abso- 
lutely and relatively. This is attributable to the fact that the lion's 
share of the recent expansion of medical school capacity was under 
the aegis of the States. 

Revenue from medical service is the most rapidly growing source 
of income for ail schools. 

I hope this presentation has been informative. And I must say 
it's the fastest briefing on medical school financing that I have ever 
given. And I will be happy to answer any questions, Mr. Chairman, 
that you might want to ask. \ 

Senator Dukknhkrgkr, Thank you very much. 

[The prepared written statement of Dr. Stemmler follows:] 
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TEST INONY 
OF THE * 

ASSOCIATION Of AMERICAN MEDICAL COLLEGES 

u 

■ FINANCING OF UNDERGRADUATE AMD GRADUATE MEDICAL EDUCATION 

Mr. Chairman and Members of the Committee. I am Dr« Edward J. Stemmler, 
Dean of the School of Medicine of the University of Pennsylvania. Let me / 
first say that the Asoclation of American Medical Colleges, on whose behalf 1 
appear, welcomes the opportunity to address this Committae. 

While the major focus of today's hearing 1s on the financing of graduate 
medical education, it 1$ ay understanding that the Committer has^ impressed an 

interest in securing a broader picture of how medical education is financed, 

particularly at the undergraduate level- Therefore, my presentation will ad- 

I 

dress this broader 1ssu*f*first from the point of view of the student, and 

f \ 
then from that of the medical' school. 

How Students Finance Their Education 

The task confronting the medical student is, somehow, to pay for tuition, 
ftes and living expenses during a four year course of undergraduate medical 
education. 

€ 

As shown 1n Figure 1, on the average tuition and fees have risen substan- 
tially over the last quarter of a century, in both current and constant terms. 
However, mny state governments have held these charges down and. thereby, 
have essentially provided a partial scholarship to students attending public 
schools, 1 * 

Students fund their tuition and living costs through "out-of-pocket* ex- 
penditures, scholarships or borrowing* 

A small and diminishing fraction of seniors---26% 1n ]g/9 and 12% in 
19^4-— reported no debt at the time of graduation,. Included Nn this group are 
those whose total support was were derived from personal or family 
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resources", or from scholarship assistance. The available sources of scholar- 
ship funds are shown 1n Figure 3. Host are service contingent; the non- 
contingent Federal scholarship mon^y, for students tn exceptional financial 
naed. 1s Sfaall and shrinking, • 

At the time of graduation a la rye and growing fraction of seniors— 74X 
1n ami 88% in 1984 — report that they have incurred debt to finance their 

education. Also shown in Figure 3 are the source* from which educational 

» * 

funds are borrowed. 

The low cost Guaranteed Student Loan ($SL) program is by far the most 
heavily utilized. But as statutory borrowing limits on this instrument are 
exhausted* students have increasingly turned to the high cost Health Education 
Assistance Loan (HEAL) program. The latter, also federally guaranteed, 1s 
expanding rapidly. Revolving fundi of modest size, composed of institutional 
and matching federal contributions under the national Direct Student Loan 
(MUSI) and Health Professions Student Loan (HPSL) programs, have provided many 
students small low cost, loans. ^ 

Two service contingent scholarship programs—the National Heath Service 
Corps (HWSC) and the Armed Forces Health Professions (AF.HP) scholarship pro- 
grams — designed to meet the personnel needs of the Federal government, have ' 

been available to students willing to make the prescribed commitments, al- 

# 

though the KHSC program has been curtailed in recent years. 

Figure 4 shows the total dollars loaned, the number of loans originated 
and the average loan size for each of these loan programs for the last two 
academic years. 
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Hyifu b displays otter Important data on senior students who accrue debt 
in order to finance their education. The number has- increased substantially 

in the last five years, the mean debt has almost doubled; the fraction with 

f 

debt in excess of S?0 f 000 has almost tripled; and the fraction whose debt ex* 
ceeds 550,000 has more thin quintupled. * 

In the face of these data, one cannot suppress a deep concern that the 
current high costs of medical education threaten to make it difficult for any- 
but those from wealthy familiesrto undertake a course of medical studies. 

How Kedica] Schools Are Financed 

In any discussion of medical school financing, it is essential to recog- 
nise that the function of these institutions and their faculties is no longer 
simply to produce physicians* Other faculty activities yield: educational 
programs for an extensive irr^y of medical specialists and subspecialists and 
of other health professionals; a steady flow of basic and clinical research 
results; frequent contributions to technological developments and improve- 
ments; a large volume of medical service, in both inpatient and outpatient 
settings; and a host of other, including community outreach, activities* Vir- 
tually all individual faculty members are engaged in multiple functions. 

f 

Hedical schools deri v^ income from both government and non-government 
sources for the operation of programs in education, research and patient care. 
About 38i of this is earmarked for sponsored or restricted programs, with the 
remainder available for general operations. Summary data on these revenue 
streams In both current and constant dollars, is shown in Figures 6A through 
60. * . ' ' 
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Federal research awards are i major sourct of revenue for medical 
schools, m 1982-1983, 16. 7% of public and 24,5% of private school 
revtnuts~-and equal and off-setting expenditures— ^ere derived froat Federal 
research awards. Activities supported through these funds have, over the last 
several- decades, contributed enormously to the exciting intellectual ambiance 
of U.S. medical schools, as the frontiers of knowledge have been steadily and 
relentlessly pushed back. fa ^ 

Other Federal -Income Includes awards under Federal training, education 
and serviced programs and, principally, reimbursements for expenditures In- 
curred for 1nd1 reef costs on Federally sponsored programs. 

Public schools derive a substantial (36%) amount of their revenues from 
the regular appropriations for state educational institutions; they are, to 
variable degrees, subject to expenditure limitations. 

Tuition and fees account for about 6% of medical school revenues, 3% for 
Vmelic, and 91 foA private, schools. This income estimated to reimburse only 
10-20% of the costs to the Institutions fo£ educating them, still constitutes 
a severe burden on the students. 

The wedical service revenues come principal ly from professional fees 
generated by faculty members from their patient care activities. In addition, 
affiliated hospitals reimburse medical schools for that part of a faculty mem- 
ber's time and effort devoted to activities that are essentially hospital 
specific. In 1982^983, this source accounted for 26.5% of the gross revenues 
of the public, and 361 of the pri vate, -school s. 

Over an extended epoch, the relative importance of the several revenue 
stream* has "changed, as shown in Fiyure 7. Federal sources,- principally 
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research, retched a, pea* 1n the mld-60's but subsequently. feU to about 25%. 
Federal manpower exp*nditures---and •epical school revenues therefrom— 
including capitation' awards, after a meteoric rise in the sid-60's, declined 
precipitously as public and Congressional concerns over a physician shortage 
became less urgent. Tuition income, while Increasing .in both current and con- 
stant dollars, remained a relatively small and steady source of incest. State 
and local government contributions have increased both absolutely and rela- s 
tively. This is attributable to the fact that the lion's share 0/ the recent 

expansion of medical school capacity was under the aegis of the states. 

i 

Revenue frorc medical service 1$ the most rapidly growing source of Income for 
the schools* 

I 

« I hope this presentation has been informative on the financing of under- 
graduate medical education. 'I would be happy to answer any questions that it 
has evoked. Thank you. 
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figure b 

Debt Status of Senior Hedicel Students > 
197S-79 TO 1983-84 
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STATEMENT OF C. THOMAS SMITH* PRESIDENT, YALE-NEW 
HAVEN HOSPITAL, NEW HAVEN, CT. ON BEHALF OF THfc ASSO^ 
CIATION OF AMERICAN MEDICAL COLLEGES, WASHINGTON, DC 

Senator Durensergek. Torn, are you going to pick up the rest of 
this statement? % * 

Mr. Smith. I would be happy to now or at your pleasure. 

Senator Durenberger. Dr. Stemmler did a very good job of high- 
- lighting what looks like about the first half. And the next one is 
entitled "Graduate Medical Education/' And it has a subtitle here 
called "Contemporary Graduate Medical Education." [Laughter.] 

And you are in clwge of one of those. Why don't -you highlight 
that portion? 

Mr. Smith. I would be pleased to, Mr. Chairpian. 

I'm Tom Smith, a member of the administrative board of the as- 
sociation s Council of Teaching Hospitals. I appreciate the opportu- 
nity to share these concerns with you. 

, As a president of a m^jor tertiary care teaching hospital, let me 
put my observation in context Yale-New Haven H*pital in New 
Haven, CT, is an 863 bed and bassinet facility In whiqh an average 
day witnesses 16 new births/ 100 admissions, 200 visits in the eraer- 

§mcy trauma facility; and another 700 in our outpatient center, 
perating under the aegis of a regulatory agency, the Connecticut 
Commission on Hospitals and Health Care, the hospital has an ex- 
pense budget o£ approximately $180 million and employs about 
4,000 individuals. 

This morning, the Yale-New Haven Hospital began its second 
year under Medicare's prospective payment system. In addition to 
the basic tertiary services which we offer, Yale-New Haven is the 
primary clinical training site for the Yale University School of 
Medicine, which has approximately 100 students per class. The hos- 
pital operates 18 residency programs with 250 residents and 50 
clinical fellows in training. 

Through my career, I have had the opportunity to work at five 
*hospitals ?<? all "of which have been teaching institutions, but which 
have variedMn a substantial degree in the level of their teaching 
engagement. I'm pleased to say one of those was the University of 
Minnesota Hospitals and Clinics. 

Based on that experience, f would like to emphasize five points 
that are in the written testimony, 

First, teaching hospitals fulfill a vital responsibility for our 
health c&re system, In order to maintain and replenish the Na- 
tion's supply of physicians, these hospitals advance knowledge 
based on temporary medicine, provide backup and specialized sup- 
port for community hospitals/care for the? most severely ijl, prQvide 
access for the poor and for those with limited resources. These re- 
sponsibilities are not organized in separate corporate divisions with 
carefully distinguished revenues and expenses. These services and 
responsibilities are provided simultaneously in a complex, highly 
interdependent enterprise. Therefore, I would caution against 
thinking that special needs of teaching hospitals can be addressed 
by a series of independent modifications to the prospective pay- 
ment system. Even a subsidy for direct graduate medical education 
costs will be insufficient to insure the financial survival of major 
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teaching hospitals unless added support* is aki^uyaiiabfe "for 

verely ill jpatiente, regionalized services, technology development, 
and charity care. 

Second, in the last two decades, teaching hospitals have respond- 
ed to the national mandate to increase the number of trained phy- 
sicians. Completion of medical school doesn't prtean a young man or 
woman is prepared to enter independent practice! An intense clini- 
. eai training period must complement undergraduate medical edu- 
cation. As medical schools have grown and expanded in the last 20 
years in response to Federal health manpower initiatives, teaching 
hospitals added the necessary residency training positions. Al- 
though now a cause of concern, cost reimbursement for direct resi- 
dency training costs and recognition of the added hospital costs- 
found to consistently accompany residency training, has allowed 
hospitals to provide an accredited residency for each graduating 
senior. Meeting this obligation of our medical school graduates is a 
major benefit in the present system and one that should not be 
overlooked. Any significant change must be in concert vyith the 
production of medical school graduates. %, . . 

Third, teaching hospitals vary in their educational intensity and 
that variation is related both to the cost of providing graduate 
, medical education and the special services of the hospital. A teach- 
ing hospital with 200 residents in 20 programs is very different 
from one with 25 residents in 8 programs. In a major teaching hos- 
pital, the whole institution must be devoted and maintained to sup- 
port the dual missions of patient care and education. In smaller 
teaching hospitals, .residency training is more clearly an incremen- 
tal program and expense. As new alternatives for financingJUME 
are considered, the needs of the relatively small number of compre- 
hensive medical center hospitals- must be given special consider- 
ation in addition to the needs of the. affiliated community hospitals 
with more limited programs. \ 

Fourth, Medicare provides teaching hospitals with cost reim- 
bursement for the difect costs of training health personnel, includ- 
ing residents, plus a price adjustment in the DRG rates for indirect 
costs. The direct cost passthrough is easily understood, but the resi- 
dent to-bed adjustment is confusing because it's entitled the "indi- 
rect adjustment for costs accompanying medical education/' Given 
this label, some incorrectly see this adjustment as solely for un- 
measured medical education costs. However, the AAMC believes 
the adjustment is necessary primarily due to patient care costs 
which are inadequately measured by an average price DRG system. 
We agree with the Senate report which accompanied the prospec- 
tive payment system which you quoted in your opening remarks. 

While the statistical value of the adjustment may change as the 
DRG's are recalibrated and the wage index is improved and the 
system itseiT*^ refined, we urge the subcommittee to remember 
that the resident to bed adjustment is as important to maintaining 
theV teaching hospital's capabilities as is the direct cost pass- 
th rough. 

Finally, encouraging price competition in the delivery of health 
services makes sense only if all aspects of production are equal. 
The production of common products lends itself to a national aver- 
age price, with providers challenged to operate efficiently. Howev- 
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er, the product produced by all hospitals are not the same, nor are 
the conditions under which they operate. Teaching hospitals are es- • 
pec i ally vulnerable under a competitive apjipbach, absent special 
consideration for their multiple sociatal contributions. The 
strengths of our health care system will remain only if competition 
is equitable and if it provides the necessary financial recognition to 
hospitals with different mission* and needs. 

Teaching hospitals are a diverse group of highly complex institu- 
tions which we believe require special consideration. The current 
reexamination of national policies in light of limited public re- 
sources places teaching hospitals and ^heir vital activities at signif- 
icant risk. If national policies recognize the distinctive characteris- 
tics, their fundamental missions can be preserved. If these institu- 
tions are not given special consideration their capability to sustain 
their societal contributions- will be jeopardized. . 
* The rich history of teaching hospitals indicates that they are 
willing and capable of adapting to changes, circumstances and in- 
centives. Their contributions require policies which make that pos- 
sible. - 

Thank you, Senator. 
, Senator Durenberger. Thank you. % 

{The prepared written statement of Mr. C. Thomas Smith and 
Dr. Edward J. Stemmler follows:] w 





76 



72 



S TAT E M E N T 

| OF THE 
ASSOCIATION OF AMERICAN MEDICAL ^COLLEGES 



Financing of Undergraduate and Graduate Medical Education 



-Presented to the Subcommittee of Health 

U.S, Senate (foRwiltjee on Finance * 

by 

c * Thomas* Smith, President, Yale-New Haven Hospital 
and Member, Administrative Boerd. Council of Teaching Hospitals * 

r , 

Itiwdrd j. Stealer, H.D., Dean, University of Pennsylvania 
and Chairman, Administrative Board, Council of Deans 



October I, 1984 



77 



ERIC 



73 

i 

Tht Association of AmtHcan^dical Colleges welcomes the opportunity to 
testify at thts hearing on' mtdtcat education funding by the Medicare program. As 
requested by Subcommittee staff, this statement describes present arrangements 

for financing both undergraduate and graduate medical education. In financing 
undergraduate or pre-MD aedical education (UGME), Medicare assists medical 
schools only by paying faculty physicians for professional medical and surgical 
services provided directly to Medicare beneficiaries. These services art paid on 
tht* same fee-for-sevice basis Medicare uses to pay physicians generally, in- 
financing graduate medical education (GME) , or residency training, Ned ica replays 
a significant role through the payment of the direct medical education 
passthrough and the increased payment of the resident-to-bed adjustment. 
^% 

The AAMC , whi c Represents all of the nation's medical schools, 73 academic 
societies', and over 350 mtfjor teac|ing hospital's participating 1n the Medicare 
program, is vitally Interested 1n all aspects of .medical education in tht United 
States. If future generations of Americans are to have appropriate access to 
well -trained physicians, lit must continue to, maintain and strengthen our medical 
education system, including its residency training component* Moreover, we must 
watntain the capabilities and strengths of our system in the face of dramatic 
changes in the environment faced by teaching hospitals, medical schools and 
clinical faculty. 
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! t MfiD£RQHADUAT£ MEDICAL EDUCATION % 

y*i,ile*the focus of today's hearing's is the f inanciny of graduate medical 
education,, the Committee has expressed an Interest in securing a wore general 
portrait of how nodical education is financed, particularly at the undergradu- 
ate level, ' Therefore, the first part of this presentation, intended to com~ 
pWnt the one on\graduate medical education that w1l 1 follow, will address 
the mere gene-al financing issue, first fro© the point of view of the 

students — how they meet the costs of tuition, supplies and living expenses — 

i 

and tnen from the point of view of the medical school. 

How Students finance Thei r Education 

It faM s upon medical students to finance, sonjehow, the tuition and fees 
charged them as well as their living expenses for fjour years of undergraduate 
medical education. From the point of view of the sjtudent , medical education 
is expensive. j 

Tui 1 1 on and fees , in terms of national medians! are shown in figure 1, 
For 19B&-1984, median private school tuition was $13,104, up from $1,050 in 
196'0-l9bt ; comparable tuitions for public schools ar^ $3,652 and $498. Infla- 
tion, other costs, and the policies of state and federal government account 
for the changes. Clearly the severe inflation experienced in the WQ's U 
important. But even after adjusting for inflation, the real increases from 
1960-1961 to 1983-1984 were 34 OX and 220*, respectively", for private and 
public schools. The public schools, whose tuitions have always been less than 
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those of the prlvaU schools, have by policy nalntained la* tuition -charges. 
Since tht costs of tuition art ba*1cally tbt %me in both public and private 
institutions, the difference MMM ttw tuition levels in these genres of 
schools can be thought of a* a partial scholarship-for the students enrolled 
1n state schools. When capUation awards .be^an to deel ine* sharply in th« late 
19/U's, private schools increased tuition by an amount about equivalent to the 
lost 'Federal subsidy (Figure 2). ^ 

Although a number of loan and, to $ lesser extent, scholarship programs 
are available ^j^^cal- students, the current costs of medical education 
threaten to wake it difficult for any but those from wealthy families to 
aspire to careers in medicine..- 

living expenses have' by and large, reflected general economic conditions. 
Based on the annual AAMC survey, these have risen in the last seven years frdn 
an averse of ,$2,3/6 in 1976-1^7 to 57,098 in 1983-1984. 

Funding of Costs . 

In general, students fund their education costs through "out-of-pocket" 
expenditures, scholarships or borrowing. 

Non-barrowlny . A small and diminishiny fraction of sen1ors---26% inJ979 
and ]ft in 1 9b4---reported no debt at the time of graduation. This group in- 
cludes those whose total educational costs were derived from their personal or 
family resources, from Armed Forces or National Health Service Corps scholar- 
ships,' or from other scholarship funds. The available sources and magnitude 
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of scholarship funds are shown in Figure 3- Iton-service contingent Federal 
scholarship iowy, for students In exceptional financial -need, has always been 
smU and 1$ shrinking even further, both in real and absolute teres. 

Borrowing . At the tipe of graduation a large and growing fraction of 
seniors~-74* 1n 1978 and W% in 1984 — report deot Incurred for educational 
purposes. Borrowed funds are derived, as show in Figure 3, fro« a number of 
sources: , „ 

o from conventional private sources, to a small extend; 

o fro® private sources, under Federal guarantee, through the relatively 
low cost Guaranteed Studer* Loan {GSL) propria, and through the higher 
co|t (91 day Treasury Bill plus 3.5% interest rate plus 2.0X insurance 
premium per year). Health Education Assistance loans (HEM); 

o fr\ the matching revolving funds, established jointly with feder^ 
and school resources. und*r the National Direct Student l,oan (HDSL) 
and Health Profession Student Loan (HPSL) programs; and 

o fro* the loan funds accumulated by the schools themselves. 

The most recejrt patterns of usage of the aid portfolio available to medi- 
cal students are depicted in Figure 4. 

o By f«r the most important assistance program for medical students is > 
"and -has been the Guaranteed Student Loan (GSL) Program, which provided 
over $183 million to 3B.608 students in 1982-1983. This program 
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ruacNrd btf.tt of tfci undergraduate population and supplied 40.5% of 
all medical student at*. The average GSL was about $4,750. 

o The Health Education Assistance Loan (HEAL) Program t which offi rs 
market-rate, 1 nterest^ompoundlng loans of up to JZU.OOG/year, is 
rapidly expanding and ,1s now the second largest loan program forn^di- 
cal students. In 1982-19^3. just over $50 million' was borrowed to 
originate 6,554 KEAL's at an average si2e of $7,595, 



o Health Professions Student loans (HPSt) supplied $24.9 million in 
1*82-1983, providing an average loan of $2,103 to 9,551 students. 

o Rational Direct Student' Loans (NDSL) dispersed $14. 9 million in 1 982- 

o The National Health Service Coqps program of service-contingent 

Federal scholarship programs has been diminishing in size. Only 1,556 
■ students were aDle to avail themselves of the program in 1982-83*. 

o The Armed Forces Health Professions Scholarships program has steadily 

increased in dollar terws; 3,171 students used this option last y ear. ^/^jjt 

o General scholarship funds for medical students are limited. 



Student Debt. 



•Since the sp-ing of 1979, the AAMC has conducted an annual survey of 
• graduating seniors.. One item on which data Is col lected,1s the exi stj^y and 
magnitude of debt. In the last five years, as shown in figure 5: 
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q- ««*» debt h*i *&out doubltd"-il$.&63 to $26,496;' 

o *the fraction of rtiflents whose debt exceeds $30,00,0 has almost tri- 
pled-^! 1% to. 32%; and - t 

a Che fraction of students whose debt exceeds SSO.UQG has more than 
quintupled— -1,5% to S.1%.. 

i 

• How Medical Schools Are Financed 

' - jgy * d y of preface, it should be emphasized that the modern medical 
school, as a result of the profound changes in societal . attitudes , economic 
conditions ^pd political vitwS f that have occurred during th* last 40, years, is 
ver^ 'different 'from its pre-World War II ancestor, . 

• ' 0 

t 

I % 

o When, in The late 194Q's, a national policy to mount and maintain a 

very 1 arye biomedical 'research program* was ratified, the medical 
o | ■ 

■ * schools, in tN; aygreyate, assumed responsibility for ov^r.half-of 

* that effort, with a concomitant major expansion 1«- faculty. 

o When a national pdlicy was «doptftd that expanded access, to* care for* 

* - ,<i 

the ayed and the pogr, the traditional medical school function 5f prfr- 

viSin^ care for the' medically indigent had to be changed,, s^ce^the 

size of that group had been reduced-. As a result of fundamental "* 

' changes in the financing of medical care wrought by Medicare, Medicaid 

and the burgeoning oT private health care financing mechanics, the 

k * , tended neel tp recruit private patients for te$chin§ Stimulated a 

responsive reorgani jatten' of filinical functions, and* * substantial 

expansion of clinical faculty. * 

i ' ■ • 

~* 

+ • 9 
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o As research echltvweents opened new horizons for care, and **£*ccess 
to care -wis expanded, it became Imperative, for the schools not only, 
through graduate medical education programs, to train more medical 

1sts and subspecial ists, but also to participate in- the train- 
. 1 n 9 °* other health professional s— denti sts, nurses, pharmacists, 
allied health specialists, 

o All of these forces accelerated the evolution of medical Institutions 
Into *hat are now called academic medical centers* with the medical 
school as a key component, afomj with teaching hospital ( s) f schools of 
dentistry, public health, pharmacy, nursing allied health and other 
types of health-oriented institutions. 

» »* 

In any discussion of medical school financing, it is essential. to recOy- 
nlie that the function of these institutions and their faculties is no longer 
simply to produce physicians^ Othe* faculty activities yield: an extensive 
af*a)( of medicat specialists and subspecial ists and of other health profes- 
sionals; a steady flow of basic and clinical research results; frequent con 
trlbutions to technological developments and improvements; a larye volume of 
■medical service, 1n both inpatient and outpatient settings; and a host of 
other, including community outreach, activities. Virtually all individual 
faculty members are engaged in multiple functions. 'Moreover, they usually 
perform several of these functions at the same time and thereby make the. cost- 
ing, of any s inyle function, e.g., undergraduate medical education, subject to 
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the classic^ambtguittes of joint simultaneous production functions. The 
revenue str^s of the medical schools should be «ni)yied with this background 
In mi nd # « 

Medical S chool Revenues. 

— — 1 1 1 t 

Hedicei schools derive income from both government and non-government 
sources for the operation of programs in education, research aad patient care. 
About J&i of this 1s eansarked for sponsored or restricted programs, with the 
remainder available for general operations. Summary data on these revenue 
streams in both current and constant dolhirtf, 1s shown in Figures ^through 
60. Aggregate revenue is large, exceeding $8 billion in, 1982-1983; this 
amounted, on th/" averaje, to $60.4 million for each public, and $74.4 million -. v 
for each private, school. Beside this totwl income, that from tuition pales 
into insignificance. Several of these revenue streams warrant explicatory 
comment. 

fed e r a 1, research awards are a major source of revenue for medical 
schools. These funds must, of course, be used only for research and faculty 
members must devote at least as much time and effort to research as they 
derive reimbursement from the research award; they cannot be used to subsidize 
undtryradu&te medical education. In 1982-1983, 16.7% of public and 24.5% of 
private school revenues — and equal and off-setting expenditures — were 
derived, from Federal research awards. Activities supported through these 
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funds have, over the last several decades, contributed enormously to th§ ex- 
citing Intellectual ambiance of U.S. medical schools, as the frontiers of 
knowledge have been steadily and relentlessly pushed back. 

Other federal income includes awards under Federal training, education 
and service programs .and, principally, reimbursements for expenditures in- 
cursed /or indirect costs on Federally sponsored programs. 

State and Local Government. Public schools derive a substantial (361). 
amount of their revenues frost government sources, Host' of this 1s through the 
regular appropriations for state educational institutions and is, to variable 
degrees, subject to expenditure limitations. Some states provide small sub- 
sidies to private medical schools, accounting for about 4% of the aggregate 
J h income of these Institutions. 

^Tuition and fees account for about 61 of medical school revenues, 3% for 
public, and gi for private, schools. This income is generally believed to 
constitute a relatively small fraction of the cost of the undergraduate medl- 
cal education program. In 19/4, two studies on the average -annual cost per 
student were completed, one by the Institute of Medicine under Congressional 
mandate, the othe- by an AAKC Committee. Giving due weight to certain dif- 
ferences \n methodology, the studies reached highly concordant conclusions. 
The median tuitions at that time, of about $2,400 for private, and $800 for 
public, schools covered only |Q% to 201 of the estimated costs. The expense 
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of conducting program cost studies. 1n t«ms of both fiscal outlay^ ind f Acui- 
ty enenjies'J'H high; therefore, th#rt has been no subsequent systematic pro- 
duction of pro-am cost data. However, tuition probably supports no laryer a 
fraction of undergraduate educational costs .today than 1n 1972. The shortfall 
«ust , therefore, be recovered from other revenue sources , 

fcven thouyh tuition 1s a relatively small component of mmdical school 
Income and covers, a relatively small fraction of educational program cos^s, 1 1 
1s probably the largest source of flexible funds for discretionary expendi- 
ture*, and, at least in the case of private schools, is thuS-lrijyhly valuable to 
them. > 

Htdt cat S ervice . The medical service revenues come principally from pro- 
f«s*ionat fees generated by faculty members from their patient care activi- ' 
ties. In addition, affiliated hospitals- reimburse medical schools for that 
part of a faculty member* s time and effort devoted to activities that are, es- 
sentially hospital specific. In 1982-1933, this source accounted for 26. bX of 

the gross revenue* of the public, and 36% of the private, schools. 

** i » 

i- # * 

Trends 1n Hedical School Revenues . * t l 

Uve" an extended epoch, the relative importance of the several revenue 
streams has changed, as shown in Figure 7 . 

* 

o Ft?de~a 1 sources, principally research, accounted for more than 40% of 
all revenues from 1960-1961 until the early WO 1 *, reaching a peak of 
over but <n the mid-60' s ; subsequently, the federal share fell to 
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aoout 2b*. federal research revenue* parel lei e\ naftpna V appropria- 
tions far biomedical research, whose growth ^owed dramatically in the 
mid-60* s. Federal manpower expenditures^— and medical school revenues 
' therefrom-- -including capitation awards, after a meteoric rise in the 
mid-60's, declined precipttouslyas public and Congressional concerns 
over a physician shortage became less urgent, 

o Tuition income while increasing in both current and constant dollars, 
remained a relatively small and steady source of income. 

o State and local government contributions have increased both absolute- 
ly and relatively. This is attributable to the fact that the lion's 
share of the .recent expansion of medical school capacity was under the 
avyi s of the states. 

\ 

0 Revenue from medical service is the most rapidly growing source of 
Income for the school s. This may be in part arti factual : at the two 
class system of health care disappeared, the medical school adjust- 
ments in the post 1965 years included the creation of faculty practice 
plans, under which faculty service income was for the first time for- 
mal ly recorded as medical school revenue. But it is also undoubtedly 
true that shrinking revenues Vrom other sources---prind pal ly Federal, 
and principally for research and education — have required faculty 
nm?wbe-s to devote an Increasing fraction of their efforts to earning 
more of thei~ salaries through patient care activities, " ■ 

I 
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^ M. ggjOUATE MEDICAL EDUCATION 

Our preset system for graduate medical education and its financing has much 
to comriend 1 1 . Nevertheless GMfc rests upon a relatively fragile i nterweavi ng of 
multiple inst itut ional capabilities, individual goals, foregone compensation, and 
personal initiative. It 1 s a syst'em that cou,ld be easily damaged unless any 
.changes to it are carefully crafted and based on an extensive understanding of 
both the nature. of the teaching hospitals in which GME iscarried out and the 
nature of graduate radical education itself. 

Contemporary j^roerican teaching Hospitals are among our nation's most 
complex enterprises 1 ^ In addition to the basic hospital services of primary and 
secondary Inpatient care, teaching hospitals provide the bulk of the nation's 
tart iafl) care for the most seri&usly • if 1 ; regionalized special care and stand-by 
services; clinical training of physicians and other health care personnel; access 
to medical services for dls^roportiona! numbers of the poor and medically 
indigent; and the development and testing of new diagnostic and treatment 
servtes. Significantly, these multiple products are not independently provi^ 
in separate corporate divisions. Rather, the teaching hospital's added 
responsibilities are generally fulfilled in a single organization with multiple, 
Interrei atejJ* objectives. As this hearing considers one of the special 
responsibilities of teaching hospitals,, graduate medical education, the AAMC must 
note that the future of teaching/tertiary care hospitals rests an adequate* 
societal support of all these specialized functions* - 
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SradueteVedlcal education is the phase of formal m«d1cal education thjt 
rcs at gradation fros mmdical school and ends after the educational 
requtrttnenkarfar on* of the medical specialty certifying boards Have been % 
completed." The term 'residency* 1s commonly used to describe the period >pf 
yredu*te medical education, ' 

Graduate medic/ education has become as i*i>ort*nt as undergraduate medical 
education in the preparation of physicians. It has evolved from a short period 
of practical experience in * hospital into a for** 1 i ltd, structured educational 
program,' the completion of which is necessary fy phyitcians to capable of , 
practicing medicine at a level consistent with current knowledge and technology 
and anticipated developments. In the 1930s, over 17,000 students will graduate 
annual ly from the 127 medical school s accredited by the Liaison Committee on 
Medical Education. The vast majority will tsetnd three to seven years as 
residents in graduate education. ^ 



As reported in the current is sum of thm ACGHE Directory of Residency 
Training Programs . tha»re were 72,397 residents in .&M£ on September \ n 1983, This 
trjining was provided in a total of 1,530 institutions, the vast majority of 
which were hospitals. Nhi 1 e simple division would suggest an average of A? 
residents per training institution, this is misleading. The 100 non-Federal WWC 
member hospitals with the largest residency programs were training 46% of the 
total residency «: omplement j(tgure 8), Thus, while a large number of hospitals 
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{and son otter agencies) are involved In residency training^ less thin two 
percent of ill hospitals train nearly one-h*lf of all residents* 

The Directory of Ke s 1 de ncy T r a i rt j Programs presently lists accredited 
residency programs in specialty programs. The Directory's tabulation shows, 
however, that 60% of all residents are training in five fields of specialization 
• (Figure 9) : internal Medicine (24.3%), general surgery (10. , family practice 

(10.01), pediatrics (8.5%), and obstetrics/gynecology {6.4%). These are the , 

Specialties that most Americans use for primary medical and surgical care. 

i 

It should also be noted that SS% of residency training takes place in eight 
states: *ew York, California, Pennsylvania, Texas, Illinois, Ohio, 
Ktfssatt^isetts t and Michigan, ' These states contain^ 47% of the population 
according to the 19H0 census (Figure 10), 

tfce key conclusion froirt a review of residency, program size, concentration of 
specialties, and location of training is clear; while the majority of residents 
ape^conc en t rated in a small number of hospitals, specialties, and states, the 
(remaining residents are widely distributed. With tyiis heavy concentration but 
oroad dispersion, public policy makers must careful ly consider the impact of 
proposed policies on both the large concentrations as well as the t>roi6tr 
distribution. 

Financing Graduate Medical Education * „ 

Under the present system of greduate'medical education, residency training 
i 

ts financed prtmariVy by patient service revenues, most particularly by payments 
of hospital charges and reimbursement . . For example , Figure 1 1 , from the AAMC's 
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1983 survty uf stipend* paid to" houststaf f , shows 83% of the stipends are paid 

fron hospital patient revenue when Federal hospitals are excluded. The next 
it 

largest source, state appropriations, supports only 6* of residents' stipends. 

# 

For advanced residents, called clinical fellows, th* role of hospital revenues 1 s 

V 

somewhat smaller, $>ut st1U accounts for over 601 of funding. While .residents' 

stipends are only on\ major cost of these programs, the AAMC believes the 

Importance of hospital revenue 1s characteristic of the total costs as well, 
a* 

The data presented Jn figure 11 exclude Federal hospitals, both Veterans 

Administration jmd Bllitary, A. significant number of residents tra4n tn these 

hospitals with the VA alone training approximately 12% of all residents. Funds 

for these residents are provided to VA and military hospitals as a part of their 

Federal appropriation. In addition, ^ limited amount of Federal support for 

w* * « * 

residency training In general internal medicinal and pediatrics and family 

practice 1s available from the Public Health Service. In FY 1983, $45 million 

was appropriated for these grants. A number of states also provide special 

funding for -family practice residencies, ^us, Federal and state appropriations 

provide only a htyhly limited source of funding for GME. 



To obtain the necessary revenue*", non-Federal teaching hospitals include 
residency program expenses 1n setting charges and determining reimbursable costs. 
The present Medicare program presents a^ excellent example of how this practice 
works to support graduate medical, nursing, and allied health education. 
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medicare Payments 

Direct Medical Education Costs 

S 

To provide clinical draining for residents, nurses, and allied health 
personnel v hospitals Incur costs beyond those necessary foe patient care. Since 
Its inception, Medicare has paid its share of these added direct expenses on a 
cost reimbursement basis. Under prospective payment* cost reimbursement for , 
these expenses is continued usipg the "direct medical education passthrough." 

The justification for this passthrough was clearly discrlbed in the 
Secretary's 1982 report Hospttal Prospective Payment for Medicare (pp 47-48): 



The Department belitves that the direct costs of approved 
medical education programs should be excluded from the rate and 
be reimbursed as per the present system. This approach will 
.assure that the base rate is related to a patient care outcome 
« and not significantly influenced' by factors whose existence is 
really based on objectives quite apart from the car* of 
particular patients in a particular hospital, 
* ■ — 

Congress supported the Department's position that it was not appropriate to 

<* 

include clinical training costs in the ORG payment and approved continuing to pay 
the added costs of graduate medical education on a cost reimbursement basis 4, ■' 
separate from the DttG based per case payment . 



fein care's share the direct medical education passthrough 1s determined 
using generally accepted accounting principles and Medicare*mteimbursement 
regulations. The hospital accounting system accumulates expanses directly 
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associated -ith thai* activities In specific cost center*. For example, hospital, 
expense* .for resident stipends ire record*! in the graduate aedical education (or 
1nt,rB <wl »««wt> cost center. After all expenses ere entered, overhead 
expenses - such as administration, Maintenance, and 'utilities - ere allocated 
(or apportioned} across the Medicare realized cost centers such y graduate' 
•edical education. Thus, the cost being reimbursed through the direct medical : 
education payment includes expenses incurred by that cost center and allocated N 
overfteid, 

"Indirect Medical Education Ad^iustiteotV >• . \ '['"'' S .' ' 

In 1980, the then -effective Medicare routine .service Units Included a 
•pessthrough for GM£ costs. An HHS analysis showed that',. even- with the 
pessthrough,' teaching hospitals were d1spropro|1o'n*tt1y penal iied by the li*1t. 
Further HHS studies revealed that the likelihood of being penalized was directly * 
related to a teaching hospital's ratio of residents to beds. Using these 
findings. 8CFA modified the Halt to Include a resident no-bed adjustment for the 
costs found to be statistically associated with graduate Medical education. 



The initial adjustment was set at 4.71 for each 0. 1 resident per bed. When 
the routine limits were replaced bj* the •ore-in'cl'usiv* TEFRA limits., the . •' ••" 
residents'-to-bed adjustment .was retained but- recalculated at'e.06% for e'very 0.1 
x*a.i dent -per o*d. ' As is described beldw. the resident-to-bed adjustment was 
Stained for prospective payent but increased to 1KS9* for every 0.1 resident 
per bed. 



• i 



94 



90 



As Congressional coeaiUtee* considered proposed medicare prospective, 
payment syste* early in 1983, the Congressional Sydg«t Office (CBO) prtp#r#d 
estimates of tht impact of the .new paj*ent tystt« on dlffereot types of . 
hospitals/ Hospitals were tamptrt* on the basis of region, urba^/rural location. \ 
b«d sue, ownership^ teaching %t.*U%. CM estimates stowed Uat tfathti^ ;-y ..: v ; 
'jMspU'iU J*Ww buffer dispYopjpf'tlohate revenue losses under the proposal and : '.■ ... 
that' the amount of the loss/would be relatively greater for hospitals with it * 
least .25 residents per bed than for hospitals with lower resident-to-bed ratios. . 
In anticipation^ 'this relationship, the Secretary's report on Hospital 
Prospecyf^Pay^t for He di care proposed an adjustment in ORG payment rate* 
based on the ratio of resiaents-to-beds in teaching hospitals (pp 48-49). v 

The indirect costs of graduate medical education are higher 
patient "care costs incurred by hospitals with medical education, 
programs* : Although it is not known precisely what p**3|Rof these 
■ * higher costs ape due to teething (more tests, more procedures, 
^ -etc.). and what part is due to other factors {the partial ar 
' " ' 'types of patients which*a teaching hospital may attract), <he 
Medicare cost reports clearly demonstrate that jrosts per case 
are higher in tufting hospitals, -* v „ 

It is also cleYF that the mere presence of interns and residents 
'in an institution puts extra demands on other staff and leads to * 
the existence of higher sulking levels. The process of / 
graduate medical education results in very intensive treatment 
regimens. Again, the relative importance of the various reasons 
for tme higher costs observed in teaching hospitals is difficult 
to identify precisely. However, there is no question that 
hospitals with teiching programs have higher patient care costs 
thin hospitaH without. y , J 

The Department believes that recognitioa of these indirect costs 
should be "accomplished through a luw*sum* payment, separate and 
distinct from the base rate. This adjustment will be computed 
using, methods that are similar to the methods currently used to 
adjust the old routine and new total cost limits for the 
indirect costs of graduate medical education. The. hospital's 
cash flow will be preserved by some sort of. periodic payment. 
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the seme proportion is noft-.U«thin 5 hospitals. Thus.. a doubiing of tfte proposed 
resident-to-bed adjustment provided the desired equity between teaching *n4 




Congress, and most particularly ^this ComUtee, clearly recogn1i«d the ' 
£iult1p>* ^KWn^iij the a&ostme&t "would help correct, ' 



This adjustment is provided theMight of doubts About the * 
. JbiMty of the D«G case . classi Heat i oft system to account fully* 
for .factors such is severity of illness of patients requiring 
the specialised services and treatment programs provided by 
teaching institutions and the additional costs associated with 
ln * teaching of residents ... The adjustment for indirect ■ 

education costs- Is only a proxy to account for a number 
of factors which may TegltimateJy increase costs in teaching 
hospitals, (Senate Report 98-23, p. 52} 

In. the AAHC's judc^nt, the nesident-to-bed ratio serves' as a proxy to a&ikt for 

iftade^acies -tn .^iispecViye payment, including: * " 



0 ' ^nidequane, recognition of differences wltbln a DffG of the complexity of 

disease, intensity of care required and resources utilized for patients Tn the ' 

teaching hospital s ; \ 



no wnijnttton for the teaching hospital's costs of maintaining both a bro^r 
s <°^ ? f services" and the capacity to provide specialized regional se?vkes; 




96 ■ . 

4 



o failure of the wa^p adjustment to account for differences between central city 
and suburban wage rates within metropol ttan areas; 

4 

o 'decreased productivity which results from including trainees in the Jvospttel 
programs; and 

o additional^ ancillary services ordered by trainees involved in the diagnosis 

4 

and freit^n^ ^tients. 

•thus, while the) r^^^t -tabbed adjustment is. called the "indirect adjustment for?> 
costs accompanying/ mad teal education," it is, in fact, a proxy meaeure to provide 
appropriate compensfcfciasifor the added patient service costs bo roe by teaching 

hospitals, nevertheless, its "medical education* label permits the adjustment to* 

* 

be vi^ewid as an educational payment rather than a correction for statistically 
consistent diff arenas ie cost between tmachln* and noru teaching hospitals. The 
AWC is concerned about thi r aisperceptlon and has commissioned HCFVs former 
research director, Judith Lave, Pft.D,» to prepare an" objective review and 
critique of the adjustment. When ipr paper finished, we would be pleased to 
share it* with this subcommittee and Us 'staff . 

. * * 4 ' 

Vulnerabilities and Benef its . » * 

* ' - • 

Medicares participation in the financing of graduate medfcal education 
faces several challenges. First, to preserve budget neutrality, any special 

funding for the multiple missions of teaching hospitals reduces the general 

patient care paya>ent rate for all hospitals, both non-teaching and teaching* 

t 

Since most hospitals are nor^-teaching, some*do riot support this reduction, in $he 
. general payme'rit^ rate. Secondly, teaching Hospitals vary in the intensity of 
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thei^r medical eowatlcwi activities. Teaching* hospitals witn ml] residency ' 
programs tvaye less at sUkt thin teaching hospitals with major programs. -In 
■ieWtlon, because the Indirect ao^ustewnt uses residents as a proxy for a variety 
of cost differeiKes, teaching hospitals with similar patient characteristics but 
Kith differences in resident ratios are paid different amounts. Teaching' 
hospitals with comparatively few residents but with patients and costi similar 
to Urge teaching hospitals may be! live they are not being adequately 
compensated. Lastly as Congress consider* options to reduce the deficit, 
payiwnts identified With medical education may be More vulnerable'then payments 

for patient cire, , ' 

I i. * 

Btciyse of these vuln«r«b1l ftlM, two btnefits of tN prtstnt Htdlcart 
*ystw should t» ickno*1edged. First, Medicare, regulations ilaf <m residants ' 
caring for Inpatients as a hospital cost. Therefore, residents are no^ allowed 
to bill Medicare on a fee basis for professional services. This is a major 
sa^gs 1n Medicare Part S expenditures. For example/ 1« the Tax Equity and 
fiscal Responsibility Act of 1982, Congress Incorporated in' statute the 
long-standing teaching- hospital practice that fedicare jMtlants could not be 
charged an assistants at surgery fee when a resident is Involved in the case 
unless certain exceptions were met, 'similarly, residents performing histories 
and physicals or administering treatments are not allowed to bill for ttwse 
^services, Thus, while Part A costs are increased to fund residents* and their 
training; programs. Part B costs are reduced* * 

Secondly, while the Medicare program serves primarily today's senior 

citizens and the dfsebled, it 1s fininced primarily by taxes paid by \ he 

employed, iince Medicare's participation in financing graduate medical education 

a* 
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helps to ensure that tomorrow** retlree^is served by i fully trained physician, 
SMt dollars spent' today serve both today's beneficiary and tomorrow's retirees. 

While teaching hospitals have greater expenses per amission than 
non-teachingf hospitals, additional products are produced: medical, nursing, and 
allied health student are trained; new technologies are Introduced; and complex 
patient services are provided. Historically, these added costs have been 
financed primarily with increased charges and reimbursement using several type.* « 
of cost shifting: t 

' o patient service'revenues have supported graduate medical 
education, * 

* o routine service revenues have supported tertiary care patients, 

r . I 
J ' 

o revenues fron high volume ancillary services have* supported low 
' volume serv^es, and 

o payments from paying patients have supported charity care patients 

s 

This financing pattern has met the needs of teaching hospitals and the AAMC has 
supported it. For example, as recently as 1981* aa^HC Task Force on Graduate 
Medical Education which comprehensively studied GKE recommended that, "graduate 
medical education should continue to be financed from multiple sources, with the 
principle source being the general operating revenues of teaching hospitals" 
(emphasis added). 
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In the new envl ronment of hospitals competing pfi a price basis and third 
party, payers and health care plans favoring hospitals with low charges, teaching 
hospitals .will .not be able to compete unlmss thei r^special social 
responsibilities including the educational mission, receive special funding. 
Payers trying to Hold down monthly premiums or limit Accessary appropriations are 
increasingly less Killing to pay for WE or any other special cost as a part of 
health service purchases. While these public and private* payers are willing to 
• acknowledge that the G8£ mission ^adds costs which are necessary to teaching 
hospitals, they are not willing to pay for it. Some of them have suggested s 
special educational subsidy for teaching hospitals* 

J 

In its simplest form, developing -an educational subsidy involves responding 
^o three questions: • * 

o What is the %ots) funding needed for GM£? 

o How should the funds be raised? ► * 

•* o „ How should the funds be distributed? 

'.None of these questions hav,e simple answers. 

* For example, the most recent edition of an AANC annotated bibliography on 
Medical Education Costs in Teaching Hospitals reviews 56'articles on this topic 
and finds no clear or consistent answer to the question of how large the fund 

Should be. t Two things, are dear from the bibl lography „ First, because graduate 
nodical education and patient services are joint products which are 
simultaneously produced, it is impossible to truly separate and distinguish the 
input costs of each. Secondly » it is clear that different methodologies ask the 
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question differently and, therefore, arrive it different answers* Given this 
situation, Nrdicar* data on the ^isthrovgh* of direct e*dica) education will 
provide the *ost up-to-date answer^oo the casts that can be captured by 
accounting methods. Payments made using the re*ident % t©~bed a4just»eftt will 
quantify other consistent cost differences between teaching and non -teaching 
hospital*. , f 

Roving beyond the three first order questions, a number of important second 
order issues must be addressed. KecogMzing that the intent of this hearing is 
not to explore or evaluate new- approaches, the JUNC does wish to identify, the 
following second oroer issues which any new prpoonl must. address, including how 
do alternative methcjds for financing 6H£: 

o balance a hospital's need for services with a resident's 
* education? * _ « 

o balance the addeti costs of the hospital training the resident 
with the benefits accruing to the group, health plan, or 
hospital eventually eee>loying the then trained physician? 



a balance the educational objective of a centralized 
educational funding organization with decentralized 
patient competition of the hospital providing the training? 



r 



o affect the specialty distribution of residents? 

o affect the geographic distribution of residents? and 



o 
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o affect, the ability of providers other than acute care 

* i 

hospitals to partt-cijiate in residency training? s ' 
1 " 

Wv».^ e*e«1ned along these dimensions, the' current financfng system has a* 
number of strengths. To date, patient service revenue has^ provided a dependable 
source of funding,. This is important for programs with a three to seven year 
duration. Residents want and deservt a reasonable assurance that, the program 
, they enter will still be strong when they are finishing. Secondly, hospitals 
have been able to develop residency programs that complement and support the 
hospital's patient care programs. Third, because direct operating costs have 
been paid on^a cost basis, professional judgments on the balance of patient care 
service and education activities have" not been influenced by financial 
Incentives. Fourth, because the financial requirements of graduate medical 
education have been met, a small number of teaching hospitals have trained 
physicians who go on to serve other communities and hospitals. Finally, the 
stability of the financing system has enabled accreditation agencies to 
realistically assume a stability of the residency's quality,* 

! 

v Ta « present financing system, however, does have its weaknesses. First in an 
increasingly price^ competitive market for hospital services, hospitals having 
higher patient charges to support special missions are at a disadvantage. 

w 

SeconTTly, the present financing arrangement has worked better in inpatient 

t 

services than in outpatient services or in non-hospital training sites. As a 

result, specialties emphasizing, inpatient care have been favored oyer those 
emphasizing ambulatory care. Training in the surgical specialties has been 

advantaged relative to training in general primary care. Third, reimbursed on a 
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cost basU, hospitals have been unable to effectively -challenge specialty t^ard 
efforts tp Increase the length of residencies and to develop.an Increasing number 
of subspecialty programs. Finally, because payroll taxes are used for the Part A % 
trust fund /graduate medical education is support«j with a relatively regressive 
te$. 

These strengths and weaknesses of our present system are known. Additional 
Information for use in assessing the present system and alternative arrangements 
Is prtsently being developed .in at least Wree 'studies: ^+ 

o the HNS Assistant Secretary for Planning and Evaluation's study of the 
Financing of Graduate Medical Education being performed by Arthur Young and 
Company, 

o the Commonwealth fund Task Force on Academic Medical Centers is preparing an 
* analytical paper on "The .Future Financing of Teaching Hypitals* using a 
secondary analysis of existing data; and 

o the Health Care Financing Administration will be preparing fog/ annual reports* 
on the impacts, intended and unintended, of prospective payment on 4 types of 
hospitals, including teaching hospitals, and ^ 

I 

In addition/ the' AAMC recently convened the initial meeting of its Committee on 
Financing Graduate Medical Education chaired by J. Robert Buchanan, H,D. f General 
Di rector .Massachusetts General Hospital to explore and evaluate currtnt payment 
arrangements. Alternative findings and Vecomend^tions, from each of these efforts 
should assist this Subcommittee in describing and evaluating the financing of 
medical education. « # • ^ 
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.i Conclusion 

In this statement, undergraduate and graduate medic*.] education have "been 
presented as more shirply separated and independent than, in reality, they are. 
Moreover, the degree of their interoepenoency , not only on each ofchmr but; also on 
other health professional educational programs, on basic clinical biomedical 
research, and on exemplary patient cart in a highly complex and higWy Mnte^ated 
environment, has not been gi van tht explicit emphasis, it deserves. ho*nere m**e 
than 1n the teaching "hospt til can the intense -and concurrent pursuit x>f 'these" 
multiple function^ be witnessed wort impressively. Modifications of specific. v 
functions, rarely nave isolated effects but almost immediately exert influence*"' 
over most if not al) other funcltons. ' , 

To remain fiscally viable, medical schools have had Jo adjust to substantial 
changes in revenue sources over which they have relatively little control. As 
additional constraints are placed on tht sources' of their funds,' tbese 
institutions are fining it increasingly difficult to accommodatt^ wfthout terfou's 
distortion* their multiple services of education, research' and patfent cares 

The American syste^for graduate medical educati'o* 1$ grounded fn the 
teaming hospital.' Graduate medical education cannot fuQct%en effectively unless 
teachtng hospitals ajf compensated for the added co^ts associated with their 
responsibility. For the fast Uo decades, the financing of teaching hospitals 
'has been adequate and stable and GN£ progressive trained thousands of -competent 
ph>5iciafls' annually. As eedical schools responded to a national policy of 
increasing physician graduates, hospitals' responded^ expanding' residency 



training, tow, however, the financial stability of teaching* hospitals is it - 

risk. Some mew payment system? are based on an assumption that a particular 

ippatitnt type, should have the same costs 1n all hospitals^ with payers 

Increasingly unwilling to support the added costs of SHE. In a "prudent buyer," 

price competitive market, tertiary 'care/teaching hospitals will fail financially - 

because paying an average price per case does not meet the financial requirements 

of the teaching hospital's special services. Even a subsidy ^or graduate 

medical education will be insufficient if it does* not include additional expenses 

Jor tertiary care services; stand-by services, new technology, and charity care 

> 

in addition to graduate medicel education. 

• *> 
Teaching hospitals are a diverse group of highly complex institutions 

performing medical education and research services for the nation and^providlng 

both basic and'terttery patient care. ^Tn« current emphasis on re-examining 

national poliies in light of more limited public resources places teaching 

hospitals and their vital activities at significant risk if their special nature 

and role are not appreciated. As policies and expectations change, teaching 

hospitals will continue to adapVand evolve. If developing national policies on 

health care delivery and payment recognize the distinctive characteristics and 

diversity of teaching hospital s. their fundamental missions can be preserved. ' If 

the characteristics of techiraj Hospitals are not recognized and valued, 

simplistic public policies may damage the ability of these Institutions to 

fulfill their multiple responsibilities. The Assoc iat^awr is pleased that this ' 

Subcommittee and its chairman appear willing to study all of these issues before 

embracing proposed solutions. 

• >• 
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Senator Durknbergkr. Did I cWectly state in the beginning 
that the association just started a committee of some kind 9 
Mr. Smith. That's correct. 

Senator Durenberger. Do either of you want to elaborate on 
that.' I hope lt-s not like the AM A. They've come in here for 2 
years now telling us they are looking at the totality of health care 
in this country so they can't really give us any advice on anything 
until they get done udth that one. 

Mr. Smith. No. We would expect to provide you with some infor- 
mation. The committee has been formed. It is at work. It is chaired 
by Dr. Robert Buchanan, president of the Massachusetts General 
Hospital. I will expect that report will be done with within a year 
Eh;. Knapp. I hope we have something for you in the spring 
Senator Durenberger. Of? [Laughter ] 
in D J- Knapp. I hope we are in a position to respond by spring of 
198o one way or the other. Our current position is fairly well 
straightforward. That the financing ought to come out of the hospi- 
tal servicesdollar. It's obvious that we are getting pressure from 
our own constituents who are concerned about what I will just call 
brokerage/patients on HMO's, PPO's, et cetera. So it isn't only the 
Medicare situation that is bothersome. You accurately stated it at 
the front end of this hearing. . 
It is on the top of the priority list for our activities. 
Senator Durenberger. For those of you who are expecting a cof- 
feebreak, there won't be one until after 4 p.m. because the Seriate 
has recessed until 4 p.m. Sorry about that. 

Is there any problem in the next 2 years with the reimbursement 
scheme that we have designed, passthrough, for graduate medical 
education.' It is a rather -generous passthrough on indirect medical 
education. Are^you OK with that in the next 2 years? 

Mr. Smith. I don't think we know enough to know whether it's 
generous or inadequate. 
Senator Durenberger. Do you want to tell us aboi*t Yale-New 
" Haven and your 1 year of experience? Have you made a lot of 
money cjff this process so far? [Laughter.] 

Mr. Smith. We have not made a lot of money off of this. We have 
performed satisfactorily, given the changes' in the system, which I 
tnink<are moving in the right direction. So I think it's too early to 
say Avhether-or not the allowance is sufficient because in year one 
of the system, as you are aware, the cost base was on 75 percent of 
Yale-New Raven's costs: Once we get to a national average system, 
whether then, based on national averages; there is a sufficient al- 
lowance through this indirect allowance, remains to be see* There 
is a lot of concern about that. 

Senator Durenberger. Do "either of you have an opinion as to 
what part of the problem we might be able to siblve for .the average 
of the so-called heavy or large teaching hospitals if we could come 
up with a good severity index so that we could reflect better the 
peculiar case mix of some of our larger teaching hospitals? 

Mr. Smith. Clearly, we have got to come up with some better re- 
flection of severity. I don't think that in itself is going to solve the* 
problem. Multiple approaches will have to solve it. As indicated 
there are multiple products. And to addFess that', I don't think a 



11S» 



114 



1 



single solutionis sufficient. We will also have to pay attention to 
graduate medical education issues. ' ' 

We also have to pay attention to the matter of charity care, cape 
for those with inadequate resources. All of those will have to come 

together. , , ' . " . 

• * Senator Durenberger. 1 don t know whether you are^equipped to 

respond to the'question about what other insurers are doing. I mdi- _ 
cated in my opening statement not only a concern but I think a 
reality that some of the other insurers, including the biggee upon 
which Medicare modeled its education reimbursement, has now de.. 
cided that it ought to take care/of those who pay their bills first. 
And in -the area of Blue Cross, as one example, there are either 
- through their PPO's or selective purchasing plans of one kind or^ 
another— there seems to be an increasing emphasis on paying for 
«what yo/get and not paying for things you don't get directly such _ 
as niedftal education. Are either of you in a- position to indicate 
now what some other insurers are doing with' regard to' payment 
for medical education? t • , 

Mr Smith, I can. speak about what is happening in Connecticut, 
Senator. We have not had pressure from other providers directly 
because a move was made in our State legislature during the past 
' year for an all payer system in the State of Connecticut. As of 
1 today our Commission* on Hospitals'and Health Care's task force is 
pruttulgating a set of decisions as to how that prospective all 
payers system will be devised. One of the key* issues under that 
system that we are grappling with, is how to finance graduate med- 
ical education. There is an acknowledgement that it's an important 
, problem and an apparent willingness to, deal' with the problem. 
Whether it is dealt with sufficiently remains to he seen. 

Mr Stemmler. I would like to comment, Mr. Chairman, just 
. from the perspective of an educator looking at these changes which 
■> are either happening or proposed to happen with respect to the in- 
vestment in human capital, which is our responsibility in educa- 

* tion. And you posed a question previously to Dr. Graham about 
what is the immediate reward. ' 

And it strikes me that higher education generally, that the in- 
vestments we make and must preserve with respect to the educa- 
tion of, physicians will not reflect itself in terms of rewards tor 
' many years to come. And we are very concerned about the moves 
that are made in the short term for short-term gams in controlling 
costs. That might harm a system that is so important to the Ameri- 
can public. 

t Senator Durenberger. Now there are things that concern some 

people about the all payers kind of an approach— I can see where it 
would be of great comfort to an administrator of a -hospital. I won t 
ask vou whether it's a great comfort to you or not. '. / 

'The concern, obviously, is^wtth the fact that it is pointed out m 
somebody's statement today— and I apqiogize for not being able to 
distinguish all vour statements, but there are a lot of excellent 
presentations. But somebody points out the fact that under the cur-. 
• rent system the people who live where doctors are being*educated 
are the ones who pay for the education. It isn't the people that 
eventually those doctors will serve. 

\ 
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Now jf a doctor kwh to the University of Pennsylvania'fOr gradu- 
ate medical education^ the teaching hospital there, and ends up 
going fo Utah or southern California or Minnesota or some place 
like that, if, in fact,- you- are correct in ail the statistics in here, 
that percent of the costs of graduate medical education are pa- 
tient revenues, then that theory seems to be incorrect That the 
folks served by,the University of Pennsylvania are paying for that 
education. Not the people out in Utah or Minnesota or some other 
, place. Is that a fairly correct statement? * 

Dt. Stemmler. Well] I would not agree with you as you formulate 
eduhat in this sense, Senator. We at least like do lool^ beyond the 
immediate payor to the base on which the payments are collected 
through participation by the general public, either directly or 
through their employer in creating the base of funds that in an ac- 
tuarial sense is used to defray the cost of health services in this 
country. And in^the large national sense, it seems to me that the 
present system is based very ft^vily on a broadly ba^pd tax- 
scheme, although it is not called taf. It is called premium. 

Senator Durenberger. Well, yes, to the extent that that is 'built 
into everyone's premium. But to the extent that yoi^have a system 
that is premised on the cost in Philadelphia or the cost in New, 
Haven, particularly if you are going to an HMO or some other kind 
of a situation— I guess I'm correct in the statement that it's the 
bulk in that area then that pay for the cost of that doctor even 
though he m&y go off somewhere els^. 

And the concern that some people have about the all payer 
system in that it infranchises a system of delivering medical educa- 
tion and the cost thereof will give us and continue to give us the 
results we now see where — if I remember these figures correctly— 
if you go to any one of the teaching hospitals in Boston to be sick, 
you are paying something like 120 to 130 percent above the nation- 
al average for having that particular illness treated. Whereas if 
you go to the Mayo Clinic, which I guess I would hold up some- 
where near most of the Boston teaching hospitals, it's 80 percent of 
the national average. < 1 

So from the standpoint of whoever you collect that money from— 
whether you are. collecting it from the people in Rochester Or 
Boston or you are collecting it on a nationwide basis, such as we do 
in Medicare— I'm, in effect, paying out substantially more for some- 
one to get sick in Boston, and be treated in that kind of an institu- 
tion. 

■ My additional problem, of course, is that with the cost sharing 
part of it, that in effect you are telling the people in Massachusetts 
that you are going to have to continue to pay x number of dollars' 
more to educate a doctor who may leave Massachusetts. But we 
aren't really going to tell them that. We aren't going to let any- 
body in on this great thing that we are designing. Because if you 
told the folks in Boston that, at least the ones that votecKfor Ray 
Sharnee, you are going to be out on your ear very quickly. So we 
can't tell them about it. So that's why we have one of these all 
payer systems that make it look like nobody gets hurt. 
Am I wrong in my characterization? 

Dr. STEMMLER.«WelI, I wouldn't want to get into a debate on this. 
Senator Durenberger. No, 
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Dr. StkMml^k. But I would at least take a position that the 
system that, is now operating is not terribly different from the actu- 
aYial* system v7 that operates in an insurance sense. If we had to allo- 
cate all the costs qf the premium' Only to those people who were 
going to die or be to 3 hospital, that may be the equitable system 
•in. the wav that you formulate it. It seems to me that it's complex. 
And, yes/ the intellectual capital that is produced through this 
system does" migrate broadly through the United jStatas. And, in . 
fact; in a small rural community In Utah there may very jvell be a 
physician or a group of physicians who have come from the Univer- 
sity of Pennsylvania. * r , 

Senator Durentserger. Tbm, do you have any reaction? 

Mr. Smith. Well, obviously, there is some distortion. The data 
that we showed in 'our comments portray 47 percent of the popula- 
tion supporting about 55 percent of the residents. But there's a 
wide skewing within that. Obviously, New York and Massachusetts 
. are the most extreme examples of where residents are trained com- 
pared to the population present. 

The point is a 'valid one. You have to be concerned about both 
skewing nationally and skewing within a local area. Some hospitals 
bear special burdens. 

Senator Durenberger. Would both of you briefly address the 
subject thai I raised with our two administration witnesses about 
,the marketplace out there for residents and how it work^; and how 
it seems to be changing? What is a resident worth to a hospital? 
And what is this issue of affoidability? The fact that in some cases, 
the residents look like great assets and in other cases when you 
'look at how many ancillary services they consume and how much 
training time has to be put in with them and the malpractice pre- 
mium impact and some other things so maybe they are a iiabitky* 

Can you briefly address that? How does the marketplace work 
today? Then I will get a little better picture. 

Dr. Stemmler. Let me sp^ak first then on how it Iooks from the 
point of graduation from a school of medicine when *>ur students 
are competing in this world that you have defined. And, th^ moti- 
vation of students to pursuing their further studies in a great part 
deals with aspirations to get the best training program they can 
get. And our role in counseling students, we try to advise them 
where they may or may not be competitive for positions in their 
particular specialty of choice. 

Students compete for positions; the hospitals compete to get the 
best students. And I think we ail operate on that standard of 
trying to get the best for us. 

There remains outside of that system-*-and as Dr. Graham point- 
ed out, the capacity of that system is almost a match now for the 
number of American graduates. But there remain a group of instir 
tutions who for one reason or another do not seem to attract Amer- 
ican graduates. And it seems to me as 'we look at where resources 
are deployed at least that's an area that we want to pay some at- 
, tention. 

But the valuable programs, as perceived by the students— the 
ones who are going to have hospitals, when you are inside that 
computer look like the most popular hospitals, its very important 
that we preserve these institutions which provide the best educa- 
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tion so that, indeed, we continue to have the best educated physi- 
cians in the world., \ • ; * 

Mr. SyiTH. Let me just add sonfeithing. As-4 understand it there 
are approximately 20 s pereen^jnoht openings annually than these' 
are resident physician applicants from American schools. Obvious- 
ly, as Dr. Stemmler indicated, there is wide competition for those 
positions, There is wide variability as to the quality of those pxD- 
grams. Numbers of resident^ that any given hospital will offer will 
be a function of what role tnoae residents pl&y ifi that institution- 
In same hospitals residents play a major role ixi the service deliv-« 
ery area, in others the service role is modest Obviously, the better 
programs try to strike a gppd balance between service responsibil- 
ities and patient content. The residents have a very effective Way 
of finding out what the good programs are u . , * 

The matching process, I think, works very well. There is, :indeed, 
a strong market. The market puts the potential house officers and 
'institutions together, T think/ ineffective ways. But given changes 
in the financing mechanism, I think the future market remains to 
be seen. The extent to which, in the future, it is attractive to have 
house staff financially will determine some Settings in which these - 
,Bf ograms are made available. , * 

Obviously, under the prior arrangement, as Was commented pre- 
viously, there ha$ been no disincentives That may or may not be 
the case given financing the changes. 

Senator Durenbergbk.* Do either of you want to add to your tes- 
timony N some comments about foreign \medical school graduate? 
coming into the American market; particularly, Americans who„ 
fi^ye gone to Grenada or some other place? Australia has lots of % 
openings, I Understand. And then back in here to fill some of tfcrae - 
residency openings. w' 

Mr. Smith, t might ask 'Dr. Knapp to comment, on the AAMC's 
position regarding that. But I would just say that in general the 
orientation of an institution for , an American foreign graduate is 3 v 
function of what we were talking about previously, that is the at- 
tractiveness of the program; how the program is successful in com- 
peting in that marketplace. * : 

Obviously, some institutions have used' residency programs as 
ways to staff certain 'service obligations. And some of those stu- 
dents from those programs will fill those training positions. 

I would ask Dr. Knapp to. comment. 

Dr. Stemmler. Well, I would certainly make the comment that 
my perception of the quality oFeducation in % the schools that we 
are now addressing, the ones that accommodate American students 
in a foreign setting with a motivation to strictly earn money as a 
school, a proprietary school, that the quality of that education is 
subject to very serious criticism, as has* been pointed out by tfhe 
General Accounting Office audit, and others. And we are dealing 
with a major social problem in addressing thef responsibility that 
we as a general public have to students who for one reason or an- 
other choose to pursue that route. . 

And 1 think that it's difficult to make a simple statement on this 
point. That that certainly would bh an overriding statement. But 
my opinion is that we should preserve the graduate educational 
structure that operates in this country through whatever is the ap- 
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propriate supporting device to benefit those students .who graduate., 
through our accredited system, and, to leave outside the question of 
Americans in foreign schools and try to deal with that issue in 
ways that seem to be "appropriate for that issue on its own. / 
&?nator Durenbergek. Dr. Knapp. 

Dr. Knapp. The cMy thing I would say is that there are now— if I 
have the numbers right— roughly a two to one chance that you 
would be accepted in a medical school. At* the same time that our . 
numbers are leveling off, there are still those who want to get, mf 
school, and for o*tt reason or another are not accepted. If you look 
at the numbers of four medical graduates right now that are resi- 
dents, Jialf of them are,graduates of foreign schoqjs who are Ameri- 
can ciuSsus. That's a rather difficult problem for us to ded^thl 
They are also concentrated in a limited number of States, if you 
begin, to look at it carefully, I think the facts would sho\y r that 
while we have tried to be supportive to American citizens, :\itee have . 
not been big supporters of the foreign medical graduate situation , 
currently. * T . * ; . v 

One other thing. You asked before whether or not jsbm£ of the 
hospitals were taking advantage of the fact that you ota allegedly 
make money by adding to the number of residents that they have. 
We asked in the spring of this year in a survey we do annually in 
what specialties were physicians added and in which specialties 
were physicians decreased, ^ow I will gr^nt you that the incentive 
isn't as strong as "it will be, I assume, in the future, depending on 
how the other payers* behave in the pressure on\the Institutions. 
We don't find yet that there ik any reason to think that there's a 
pattern of increase or, decrease based on the payment system. , 

The other thing we learned- is that the decreases were where , I 
think people wQUid like to see them. That is, in the surgical spe- 
cialties. The . increase have been in family medicine,- general medi- 
cine, emergency medicine and anesthesia. 

Senator Durenbergek. Do any of you know when thfe last medi- 
cal college started up in the United States? When was the last new 
one? Are they coming on the market every year, a couple or 'three # 
new ones? - •„ 

Dr. Stemmler. Well, I bejieve there are two schools presently 
under provisional accreditation that will emerge. I .can't speak to 
schools that are emerging beyond that. * 

Dr. Kennedy. There are none on the drawing boards that I, 
know. t / 1% w , 

Dr. Stemmler. We are talking about ones that are actually on 
line. In New York, for example, there was hope to create a schoo^ 

in Queens, and whether that will materials * C 

Senator Durenbp rger. New York needs some more? [Laughter-] 
. Dr. Stemmler.. It's, fascinating,* Senator, but medical schools are, 
Jooked upon as enormous economic resources for local communities \ 
and Jarge employers. And there are many people who are motivat- 
ed m develop medical schools on that argument alone. \ ; 
1 Senator Durenberger. Is there information available about how 
the capital investments in medical schools are financed currently, 
of; say within the last few years? There is some evidence in your 
testimony that States in some cases have undertaken— that may 
" t have beeiri in my State where they undertook to rebuild a less 
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than adequate hospital. But I assume that there is a fair amount oT 
philanthropy out there, and a fair amount of other things that are 
creating- these economic opportunities for some' communities. Does 
anybody have some observations-pn that? 

■ Dr. StbmmleR. I.dorrt know if We have the information with us. 

Dr. Kennedy? , * 

Dr. Kenned*. In thehuge expansion of medical schools that took 
place beginning uujBHie 1963 act, a total of something on -the . 
order of 40 new^HWical schools were created. And the bulk ot 
these were State-sponsored medical schools. And there was also a 
large expansion of first year places in existing medical schools. To 
a lesser extent, but nonetheless strikingly, that expansion took 
place in State medical schools. And I presume the capital financing 
tor those took place both from State funds and from the Health 
Professions Educational Assistance Act matching* grants with con- 
struction programs, and with some capital coming in from pro- 
grarhs that existed then. 

Dr. Knapp. I think we Can provide you for the record a list of the 
last' io schools that were established, where they were established, 
and give you an id§a of anything else that is on the drawing board. 
We "will provide that in writing, if you like. 
Senator Durenberger. I think that would be helpful. 
Maybe it's only voyeuristn on my part trying to find out what 
mix this particular industry, as such, picks. I think it relates to the , 
product that you all are selling in some fashion. If there is a real 
market for your product,, and it's being financed up front, then I 
guess everybody ought to get into this business. And it also deals 
with jsist how competitive the ma^flftplace might be as between a 
variety- of teaching institutions. J^f- 

I have a dozen more questions. There is one question I didn t ask 
of the administration witnesses, and maybe you know something 
, about it. A couple of months ago we had an HHS inspector general 
report about double billing under part B for some of the members 
of some of the faculties. Some, teaching institutions were being paid 
' for the reside/its under part A, and then the faculty member— r 
mean this was nothing specific Maybe it was just an estimate on 
their part that it was golhg on— was then billing under part B in 
part for those resident, services. Is that a problem that has ever 
beenijrought to your attention? 

Mr Smith. Well, there has been much discussion of that inter- - 
mediary letter 372 over the years. The extent to which there is any 
real abuse, I don't bjlieve it is adequately documented. I m sure 
them may he some dKat study which you referred to cited. How- 
ever? I think the rcNPseem to be reasonably explicit to prevent 
that from being a problem. ' * 

But Dr. Knapp may have more information. 
Dr. Knapp. The problem has been with us for at leastlo years 
that I know of. And in the Deficit Reduction Act, I think I'm aware 
that a request was put in there that the General Accounting Office 
take a look specifically at that. - \ 

If I understand what I think you are referring to, it's a draft in- 
spector general's report that recommended essentially that the hos- 
pital be allowed as a passthrdugh cost only 1 year's training period 
for a resident. And that, in effect,«the fee for service sysMm along 
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the lines thdt you would probably characterize as the male model 
be used to support residents. We are very interested in that, as you 
might expect. • - 

I think the^e are a number of things to look at on both sides of 
that question.^he most difficult one, I think, has to do with the 
fact that unless you have pretty good leadership and control—there 
are some disciplines that fair very well. Those would generally be 
the high earhing disciplines, if there wereti't equity involved. And 
there is another set that wouldn't do very well at all. Certain as- 
pects of pediatrics, general ' medicine, physical medicine, disciplines 
like that. 

Additionally, there is an assumption in there that this would ac- 
tually save money. If you look at surgery ir\ programs currently, 
which are sponsored in the hospital's name, the surgeons in that 
hospital are not allowed tp bill an assistant at surgery fee. That's 
sAiething that has been a practice that you put in the statute last 
time around. 

Now another institution without a training program, there would 
be a 25-percent, roughly— maybe 20-percent— increase in the fee be- 
cause the surgical fed of $1,000, for example, would have $200 or. 
$250 added onto it for assistant at surgery that is not paid in the 
teaching setting. 

So, in effect, you Have the savings on the part B-side that shows 
up in your view as an expense on the A side. And to some degree, 
we are just reaching the point where we are beginning to mingle 
the issues of discussing professional fees with hospital services. 
This is a' difficult area but one we are^going to h&ve to get into, 
perhaps reluctantly. 

Senator -Durenberger. I assume that AAMC will be part of each 
of these hearings. But I'm going to ask a question because I'm 
going to ask it in the next set of hearings. 

As I look over this information about debt, I look over 4 years to 
get to a B.A. or a B.S., and another 4 years to get to an M.D., and 
then another 4 years or whatever it is up to 4 years — and I see that 
eyen halfway through that process that 32 percent have debts in 
excess of $30,000* and so forth. Ami then I see at the other end of 
,the process the possibility that the hope*^for living forever at 
$500,000 a year tnay no longer be Jthe dream of accumulating all 
that debt. 

I would like t6 ask both of you your opinions as to whether or 
not we are,vjn effect, providing too much education to all of these 
doctors. And that comes up in the context of the changes in the 
nature of the practice of medicine in this country. When it was the 
old fee for service individual entrepreneur system; varjous pr6s- s 
surra on an individual probably required an extffeme amount of 
specialization and technical detail. But in what seems t& be a 
effanging kind of environment in which the practice of medicine is 
carried out— if you haye given any thought to the subject, I would * 
appreciate your individual opinions today because I might ntft see 
you again at another hearing— whether it is possible that the way 
we hav* structured thi^system, we are trying to pump too much j 
into some of these people. f 

Dr. Stemmler. Well, as you know, Senator, its very hard to> 
dfeflne-' 'enough' 4 in higher education. And particularly in the pro- 
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fessionCthat bear a major responsibility that affect the public wel- 
fare. I guess one could construct a rationale that might make deci- 
sions about -where the limits might be, particularly when qne is 
looking at how' funds are provided through an outside source, and 
place the burden on others who wish to have, more education on 
themselves. A/\d that concept, I'm sure, will be one that you will be 
dealing with as you look into this issue further. 

I think the American public has set a standard for what it ex- 
pects from physicians and other health professionals in the roles 
they play. , , f 1 • 

Senator Durenbergek. But they have set a different Standard 
from what the professionals have set. 

Dr. Stemmler. I think there's a natural evolution in each profes- 
sion. 

Senator Djjrenberg&R. Maybe the lawyers are setting standards. 

Dr. Stemmler. I won't touch that line. 

Senator Durenberger. You are welcome to. 

Dr. Stemmler, But I think that in each of the health professions 
clearly there* is an evolution where the professional is expected to 
acquire a broader knowledge base in order to discharge responsibil- 
ities. And that trend is continuing, And I suspect that it's continu- 
ing because at this poiijt jij time there really has not been a Con- 
straint placed, a financiah^nstraint placed, on that trend. I have a 
feeling as we look -ahead now those constraints will be place*}, and 
vpe are going to see some adaptations on the part of the educational 
system to look for the introduction of efficiencies! to gain instruc- 
tional time and experience maybe within the Constraints of pro- 
duced funding. 

And we are certainly prepared to look at those issues as educa- 
tors. I feel very strongly that the educational community must 
♦adapt to. the evolution of the service community. That we have to 
follow; we have to be able to prepare people to .serve in \vhatever 
model is going to evolve. * - * 9 

Mr. Smith. Senator, I'm not a rriedical educatof^iiut I would just 
add an observation. Observing the scene firsthand for several 
years, whether or not there is enough or too much is a subject that 
deserves to be investigated and you deserve a gooc} answer to that. 
And there are a number of organizations which I -think bring credi- 
ble testimony about that. I think it will be interesting to note wjiat 
difference financing schemes may make in terms of the require 
hients for education. To be sure, under the scheme that we have 
followed,* it has been very difficult for hospitals to resist the pres- 
sures from the medical specialty boards to- extend the periods of 
time for .training of different specialties. Clearly as long as therg 
was an opportunity for support for those extra year&of training, it 
wan difficult to resist that pressure. 

Once the tables are turned on that, and we have to put that 
under much more careful scrutiny, I don't know what the answer 
might be. To be sure, there ape increasing pressures on all special- 
ties with increasing technology tq pour more and more into each 
student's experience. 

Whether or not more or iese is the appropriate answer,, perhaps 
the better question is: What is most reievantHfpr the use to which 
fhese individuals will spend their professional careers? That is a 
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worthy issue, and I think that the ABMS, the AAMC and other 
bodies like that ' 

Senator Dure^berger. Well, I have never tried a malpractice 
case, but I've tried a lot of personal injury cases, and I know whatt 
ever the highest current standard is, that's the standard we try tcj^ 
hold every witness to and every -decision to. And as you indicate, 
the various specialties' are the ones that are responsible for jidding, 
in effect, to the' educational demand. And I would hope that— 
maybe I didn't phrjase 'that question as well as I 'should have, but I 
trust that that will be a part of the study and decisionmaking proc- 
ess from AAMC, because. I sure don't want to get into that one. I 
'will be bound* to screw irup in some way or collectively we will. 

But I think if it came from the profession itself, both the educa- 
tional side and the professional side— and obviously as I indicated 
this is question that we will address when we get to the Rearing 
on consumers. How much do .we need of what? But it seems to me 
that for the practice of medicine and all the ancillary health pro- 
fessionals that we need to start asking some of these questions, * 
S f)r. Stemmler. We will see to it that our task force does it. 
• Senator Durenmrger. Very good. Thank you very much, for 
your testimony. , f 

Dr. Stemmler. Thank you. 

Mr. Smith. Thank you. ^ T * _ 

Senator Dukenberger. The next panel consists of Dr. John h. 
Carr, acting chairman-of the Department of Psychiatry and Behav- 
ioral Sciences, University of Washington Medical School on behalf 
of the American P»chological Association; Dr. John E. Chapman, 
dean, Section on Mfedicai Schools, American Medical Association, 
Brentwood, TN; Dr. M. Roy Schwarz, vice president, medical educa- 
tion and scientific policy for the AMA; Dr. Benjamin Cohen, chief 
administrative officer, University of Medicine and Dentistry, New 
Jersey School of Osteopathic Medicine on behalf of the American 
Association of Colleges of Osteopathic Medicine; Dr. Louise Fitzpa- 
* trick, dean of the School of Nursing, Villanova University, Villa- 
nova, PA, on behalf of the* National Eeague for Nursing. 

I thank you all for your patience today. And you have heard the 
ground rules so far-. Trj^to be brief, but don't go away feeling as 
though you haven't shared your particular views on this subject. 
Your statements will be **<ide part of the record, and you as indi- 
viduals and the associations you represent here today are getting 
an inyitation today to continue to be part of this proc&ss for the 
next several years to try to, come up with' some apprdpriate ( an- 
swers to the questions that we have phrased. 

So we will begin with Dr. John Carr. 

STATEMENT OF DR. JOHN E. CARR, ACTING CHAIRMAN OF THE 
DEPARTMENT OTP PSYCHIATRY AND BEHAVIORAL SCIENCES. 
UNIVERSITY OF WASHINGTON MED^L SCHOOL. ON BEHALF 
OF THE AMERICAN PSYCHOLOGICAI^SWTATtON T 

# 

Dr. Carr. Mr. Chairman, I'm Dr. John Carr, .acting chairman of 
the Department of Psychiatry and Beha^oral Sciences at the Uni- 
versity of Wttshington School oT Medicine. I am also president of 
the Association of Medical School Professors of Psychology. Its 
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membership i« drawn from over 75 medical schools in this country, 
and it 'is an affiliate of the AAMC. I am speaking on behalf of the 
American Psychological Association and the Association for the 
Advancement of Psychology, organizations which represent more 
th£n 72,000 psychologists nationwide. . 

I would like to focus on two points out of our writtefr testimony. 
The first is that behavioral, sciences, as we have artready heard, is 
.essential to medical care and* represents a major component m a 
cpmprehensive and broad based medical education prcarram. In 
rfiedical ^schools, psychologists pkty an .essential role in providing 
the teaching for that component. These are doctoral level, psycholo- 
gists who are. faculty members pi schools of medicine. 

Our second point is that while Medicare helps -support medical 
education. Medicare has riot supported or been available to support 
pfeydiblogist activity in medical education. Oyr primary concern is 
forHBtesupport of those faculty positions and the existing Medicare 
stat^fel which we believe to be the reason for tHis situation. We* 
seek your assistance in making changes in that legislation. 

To amplify on the fiAt point, if one looks at some of the docu- 
mentation that ha6 come <jut of the research sector — for example, 
the Surgeon General's report in 1979, the Institute of Medicine 
report for 1981 focusing* owbiobehaviorai research— botfc of those 
'documents emphasized the need for continued focus upqnthej role 
of behavioral factors in health care, and a parallel emphasis Apon 
our training programs to look morejzloselyat those factors in medi- 
cal education. * 

One of the startling findings in the Surgeon General's report, for 
example, was that of the 10 leading causes of death, 50 percent of 
the mortality associated with those causes could be attributed to 
behavioral factors, while ori^y 40 percent was due to the lack of bio- 
medical care. " 

Wte feel that health care professionals must know about the ways 
in which behavioral and psychological factors play an important 
role in the response of £n individual patient to illness or to disease 
or even to the outcome of surgery. We faei that information is as 
important as it is fey them to know about physiology, biochemistry, 
and anatomy. ^ 

Psychologists have traditionally contributed to these educational 
programs, and will continue to do so. We aip talking about 3,500 
psychologists teaching and doing research^ in medical schools na- 
tionwide, conducting internship programs, postdoctoral programs, 
involved in\the training of medical students and residents tfs well. 

Medicare payments for medical education cover both direct and 
indirect costs, but neither type \f payment reflects the role of pay* 
chology faculty. We would sugge§4 committee support for clarifying 
language to include faculty psychologists in Medicare Programs. 

We, very much recognize and stfpport the committee's and Con- 
gress 1 efforts regarding health care costs. And we would remind the 
committee that the research has shown that the cost savings as- 
pects -of incorporating attention to the behavioral and psychosocial 
factors in health care contribute to greater economy in health care, 
reduced length of stay after "surgery, speedy recovery, and in- 
creased adherence to the treatment regimen. These are just som^ 
of the findings of the research literature. . 
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We seek recognition and inclusion of support for psychology fac- 
ulty efforts it) this endeavor. We urge the committed to take a lead- 
ership role in making changes*in PPS'to include, psychology faculty 
in Medicare education payments. 

Senator Dukenberger. Thank you,. 

We have, in effect, by confining the PPS systepi only to hospi- 
tals—that's the way we reimburse psychological services. Is that 
right? ■ ^ 

Dr. Carr. That's right. And under thp PPS now, psychology serv- 
ices can only be* reimbursed under part A as reimbursement to the 
hospital. That's been a problem for. us since, like all teaching facul- 
ty in medical schools, psychologists are dependent on part of that 
cjinical income to pay salaries. 

Senator Durenherger. So unless yQU can carve a piece but of 
that hospital with all the other pressures* on itf, you don't get any- 
thing becausfe,you have been barred from part B. 

Dr. Carr. Yes. Someone earlier mentioned two factors. Principal \ 
and product. Now we think the records show fairly cleanly we have 
a good product to sell. And in terms of the principal, we have been 
a part of the medical education scene for a long time; We would^ 
like to continue irf that effort. , j 

Senator Durekberger. Thank yeit. 
- [The prepared written statement of Dr. Carr follows:] 
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j Rrv Cfctinaaa Md fttafcsrs of tat Coawutttt, I u Dr. John I. CarF # a 

clinical piychalogiit, and Actios Cnair of tht Dtparta*nt of Psychiatry and 
Sahtviortl Scitacm at Uaivtrfity of Washington School of Madiciat'. I a* 
al*a Praiidtot of tha Association of Ktdical School Proftuori of Psytholoy. 
Its »aa*tnnip is fpoa* ovar*7| npdical ichoolt ia tht country and it it 

an affiliata of th« Astociatioa of African Htdicil Collagts. I aa spaakiag 
oa bthalf of tht Aataricaa Psychological Aisociatiqn tad tht Asiociatloa for 
tht Advanctataat of Piychology, organisations rtpraianting 72,000 piychol^giita 
nttioawida. j 

I ast plaaitd to at htrt to cotMttt oa tht way Medicare psys for awdical 
education. I would alio likt to diacusi a uaiqut atptct of tht Xtdictrt 
■ytttm tf it /t^fftcti awdical ichool faculty ftta&nri who art piychologiitt . 
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Praieatly^ Hcdicact pays for stadical aducttion'in two g pacific vayt: a 
pass-through fos*' direct costs fuch aa lelariei, atiptada aad specs; aad an 
iadirtct cop t idjut tswnt baitd on tht ratio of hospital interns aad ret ideatr 
to tht nwabtr of hoipital bad*. Clearly, thtrt ii racognitioa of tht fact 
that tht operation and fioaocti of a hoipital af« iigflif icantly affected by 
its teaching programs. ' 

Wt will focuf on two iisuei la our ttitiawny. rlrtt. avtdictl tducation ii 
becoming broadtr af technology and our popula^ os^ chgngtf , Ttachiag 
hospitals, aiptclally in tanas of thair attention tp tht behavioral aad 
psychological aiptcti of illness, rsflsct and reinforce thtft changes . Our 
itconS iiiua if that noaphyi iciaas ^ra involved in attdicay tducation ind that 
thii involvtawiat it affacttd by Kadicare. Tht stadical tducation peyn*ents 
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clearly influence the ability of teaching hospitals to deliver a bread range 
of health servicee. They help pay 'the extre costs dM to greater eevarity of 
tllnen tad neceipary special staffing patterns that occur is teaching 
hospitals . What these peysteats do aot raf l«ct t and what tha Medicare program 
itself does aot recognixe, is tha rols> of ac*sphysicisa clinical faculty in 
this training, proceei. 

we believe that aaithar tha direct medical education payment , bom a 
pase-tfyrougb is tha Madicare Frospsctive Paymaat Sjste* (PPS), nor indirect 
teaching coit adjuetmaats to tha Fn rata, ehould ba changed without serious 
consideration of how thaaa cheagee might affact services offarad by teaching 
hospitale, and tha scope of medical aducatioa in thi a /country. Proposals to 
support tha dlract atedicsl aducatioa payment through a separate budget 
category for health prof esaioas training puts this import act educst ional 
function at risk, and violates tha principle that Medical aducatioa and 
clinical care should he integrated. Even greater uncertainty, however, is 
^ attached to the potential impact of the indirect cost adjustment aa 

administrators and health care professional attempt to anticipate the complax 
effects of a DIG system that provides incentives for surgical and procedure 
based services rather than diagnostic judgemeet and ao«-surgical care. 

We should clarify for the Committee that the over 900 psychology interas 

t 

currently in medical schools and affiliated teaching hospitals receive no 

* 

support undar either the direct or the iadiract teaching cost payment 
provisions of Medicare. Nor are psychology interns included in the 
intern^to~bed % ratlo for the purposes of the indirect payment calculation. If 
tha intern-to-bed ratio is to be used as a prosy for the i linen severity 
found in teaching hospitals, and ^/J * 



c 
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"illaass sovarlty at mil p% traiaia* saods ara a apacial fsatuVa of taachia* 
hospitals, than tli post-doctoral cl laical later** should b* iacludad, Ve 
sutisst that 1 a*y cbaa$es 1a th* payment atruottir* incorporate attention to 
this itiut 

Further, if Ksdicere continues iU support for sttdical education, com 

provisloa clesrly naadi to bo aade foe aoepay sicie* *»dical school faculty end 

tioir cliaical services to guard against the elimination of theU v»lu*bl« 

i 

role value in nwdical school curricula*. 

Tbera If coasidersble concern regarding bow hoapitels will respond to the 
fiscal pressures generated by the Medicare prospective payment system* On* 
possible outcome tbat ii being borne out by prelUieary^ data is that hospitals 
will discharge pstieats sooser. .Ancillary service* will be reduced to c*t 
cfests. Hospitals will de-emofcesixe trestiag certain .categories of pet lent*, 
or prafar to traat tbosa wfeose diagnosis readers tbaai eligible for tbe highest 
possible reiftbursemeat rata. "Outliar" esses, those tbat cost Mora or stay 
longar than the Diagnosis lalstid Group (PIG) algorithm allows, will emit the 
bospitsl to losa axsaa^.A H Xsliars f M , tbosa tbat cost or stay within^ the limits 
assigned to tba D&Cs , w^ll aaabla the hospital to auk* money. Tb* bslance 
batwaaa tbosa two categories of pat lasts is wbat a hospital will /lately 
monitor, or should, to aaabla it to lurviva f Lscslly . 

Tha quaitioe for taschiag hospitals Is wbothar tba bigaer rsto of outlier 
casas will ba auf f iciaatly coapensnted for by tha profit performance of tha 
iplian aad tha diract sad ladlract cost adjustments, Tba available avldaaca , 
though spana, raisas legitimate coacaras that thasa costs may*not ba 
covered. A racaat study at Stanford University Medicsl School raportad tbat* 
aftar adjustment « 

• . . / 

i 

i f 
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for diagaosii, coiti were itill ftlmi percent ftigber is tbe faculty eenrica 

t \ 
tban ia t£e en— unity lerviee of Ue boapital. Howaver , tbe Mortality rata 

wai ligaif iciutly lower, eipecialljr for patient* Sa Ui bSgh-d«stn-riak 

category. This ii lurcly ata appropriate t^ede-off . 

I» t teaching hoapityr, balanced and comprehensive lervicei must be 

maintained to ic commodate tba medical curricula. Achieving the balance 

, necessary froai a fiscal point of via* ia thus more difficult, There ii 

concern thftC medic si /surgical procedures will ba increased at tha expaose of 

other services a ad l*ad to ft f oread redistribution of available larvicai. 

Furthermore , maoy teaching hospitals have ft cloiad atftf f system aad raly 

heavily on non-physiciaa specialists. A 1983 study frost tha Institute of 

v 

medicine (Personnel Xeeda and Training for Biomedical and Bahftvioral Research) 

ttfttas that Ph.D.s accounted for aora then 15 percaat of clinical department 

faculty in wedicel ichooli is 1912. tba rcesoas tbaia unique staffing 

patterns ere relevant to this hairing ara tba following: 

one. tha usa of non-physicisas pa rait lower coit augmentation of the 

* t 
avftilftbla physician pool. 

v two; taara ia greeter emphasis on psychologies! snd behavioral services 

* in edditioQ to biomedical ia a teaching hoipital; and 

three: multidisciplinery team approaches that incorporate both of tba 

features bftve become standard treatment patterns in many teaching 

hot pi tali. 

, Taicbing hoipitili have t stron* eaphatif on psychological ai wall a§ 
biomedical treatment procedures, and racognixa tba velue of psychological 
■arvicai in »4£jjj unction with biomedical cara. There if ft coniiderabla body of 
research literature documenting that wtien pgychological aspects of cara ara 



* 1.34 



130 

incorporated, length of stay it decreased, recovery it heitaned, and patiest 
adharanea to traatmaat regiment is promoted. It ii notabla that much Of tha 
research that has baea dona in this art a tool: placa^ in teaching bospitsl 
sattingi. 

Tha tsscbing focus attempts to accommodate a complate approach to health 
cart; its purpose if to educate physicians aad othsr haalth cars profaiiiosals 
in tbs broadast post ibis sense. A report just released by ths Association of 
Amarican Madical Colleges strsssss that medical education programs need to 
chaaga so that physicians ars better aquipped is the attitude* and skills of a 
"caring profession.** Ths usa of multidisplinery teams end* 
psychiatric/behavioral science* linkages to medical/surgical units ars major 
featurss of most teaching hospitals and play an essential role in the 
development of thess professional attributes. 

Ths broad relationship hatwaen health and bah av^ or has received increand* 
attention in recent years, eipaolally since the 1979 Surgeon General's report 
"Healthy Ptople." The report stated ^hat isvtn of the ten leading cause* of 
death in the U.S.. are in large part beheviorally determined. As a result* 
most medical schools have devoted serious attention to health and behavior in 
their curricular dtsign. At ths Vnivsrsity of Washington, for example, two 
years of prs-clinicsl coursss in behavioral sciences sre required* of all 
students. Ths national Board of Radical Examiners examination. .which all 
physicians must take in order to practice, includes a section on behavioral 
st lances. Psycholoji its who ars faculty in medical schools play a key role in 
this aspact of'medica'l school training. Tha Association of Radical School 
Profassors of Psychology estimates thst thsrs are about 3 ,500, psychologists on 
the faculties of most of the nations 128 medical schools. 

Thsrs is anothtr aspect of the Medicare program that directly affecta^the 
ability of no^physicians to psrticipats in medical education. A common 
arrsngamant with Jedical school faculty mambers is a provision in thsir 
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contracts to gtnarata clinical ftii. Ifi tha fast, this was tha primary way 

* * .. * 

all^ taadical school faculty wara paid, but in rscant yaars nwdical ichools have 

racaiyad funding fro* othir rssourcas. including itata aad fadacal atoaias. 

N 

Tha prospact for nonphys ician clinic*! facultiai to Maintain ravanuai froai fae 

inco#ie it probla»atic due to tha uaintanded conssquancas 01 tha PPS system, 

f \ 

Tha PPS' system rsquirss that all service* providad for hospital patiant* 
atust be billad for by tha hosoi-te.1, Separata bill in* ii 00 longer allowed for 
any hospital servicea , *xca$t thoga personally dalivared by physiciana! The 
intent of tha prospactivar rai aibifcrs assent ltglslatioa was, we undarstaad, to 
give hospital edwinistretora stora authority ovar servicas for wftich tha 
hoipltal will ba bald fiscally reaponaible. Safora prospective payment, v- 
paychoUigi » fa wara allowad to bill through a physician uadar Part B of 

Kadicara (medical and relatad- tarvicai) for tarvicai dalivarad to hospital 

I * ■ - 

patianta. Thif ii 00 longar tha caia. How psychologist! ara dapendant on tha 

hoapital id»i ai stratcr to datarmina whathar and to what axtant tbair aarvicag 

will ba racogqixsd undar PPS . It ii undar thia mechanism that psychologies 

who ara taadical school faculty find thaiualvas in a unio.ua position. In 

affact, PPS jacpardiias tha ability of medical collages to continua funding 

at 

psychologies' faculty salaries, whsn such salarias ara dapandsnt upon incoa* 
from, clinics! fats Tha Kadicara payment systam affactivaly shifts tha fiscal 
authority for psychologist faculty mambars from tha da a* of tha medical school 
to hospital administrators. 

Full-tisM ragular madicel school faculty mambera, ba fchay physicians or 
psychologists j ara not aiatployaaa of tha hospital but ara ajaployaas of tha 
Univarsity. Our point is that psychology faculty paid by tha University and 

i 
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teeciiag under its raspoaiUbSlity, it suddenly suicsfctJWe to control by tbo 
hospital sdmittiitretor under FfrS. 

KCfm insiiti that the costs of a medical education propria operated by 
"amother institujtioa" bo •'bono by that institution and not by tha hospital.", 
The Pf$ makes It necessary that the clisicel suruicos^of fioaphysiclaa nodical 
school faculty bo paid by tbo hospital. To that extent, the hospital is 
rsgyired to pay for, and absorb, tbo costs of nodical education. Given tbo 
coft constraints impoiad upon hospitals by tbo new Kadi cars plan, it if ^ 
extremely difficult, if noCXmposi ible, for hospitals to assume addod faculty 
costi. It ia highly lifceay that poiitions or programs depending oa clinic*! 



f sos ftj^bi psychologists arjs in jeopardy. 
The Ksdicare prospective payment plai 



as thus puts at riik tha taachi&g of * 

V 

behavioral fciaacoi ia schools of medicine, much, of which is cooductod by 

4 * - 
peychologiitn oa tha f acultiot of ^chocli of msdlcine. It alio puts at risk 

continuation of nationally racognixad clinical ssrvicei, many of which use tbo 

latest concepts is bahavioral medicine, and^man^'of wbicb aro administered, 

developed, or- ftaffad by faculty psychologists. 

It ii important to' emphasise that this is as it sua of concern far radical 
■Chools ia general. Xt af facts tha quality of medical education, tha quality 
of mso^fcsl cars, accass to medical ears, and goaf beyood any i pacific guild 
concsrn psychologi f ts msy have. < 

Tet ma ba mora speciYic with my own emparlance. The University of 
Washington Medical School if a regional, jaedical center and serves the four 
ftatef of Washington, Idaho, Montane, and Alaska. There are 75 psychologists 
ia the medical school. Tha greatest number. 2S, is in tha department of 
psychiatry but psychologists alio practice in the departments of neurosurgery, 
peoMstricf and family medicine, and rehabilitation medicine . The 



' ' ■ \ < I® < f . / . ;' 
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ffyckolosistf at* All maJaaUa f*4*lty of tk# H miU » of At 
Uut kilf of tkw provid* dip«t cliaitil Mi^ict^ Ia coajuActio* «itk or ta 
, tdditlos to titit ttackiaj aa4 ^iitirck>tlit. Tkoy All baya AtAff 

MfetriBiF Wit* tW f tVS AffiliftOd tAACkift* tOf*!^!. 

Ftycfeolof iit f ACAltj'A Ability to tiMritf Uw ftACAftarj cUaiciX f aa§ for 

.fOiifcio* f«pport tBTQUfk A pAfftAOTSlifi AATVlCAi fit* AAA b+AA OATAUoI to UU^ 

of pkyiiciia fAcLxty AAaborA *of tM pArtiirskip* Hilt **« mn ckAA$o4, X ^ 

k«liAVi tAAt tki ifl^ACt Of tkA *W OA piyckologiit ftCVlty tflll BiftlUv*}y 

iffoct tk« folioviss trAiAift* ia4 AAnrlcA c*p*cifcy of tbm folXo*iA* prosTA** 

i ** • 

at tk* UftivArsi^r of ViihiB*tOA; I) tk* i*Ur*AtloBAlly k m m Uaivoriity of 

T f • * . • * 
VAShiAStoA pa!a satoU* At tfoivirAHy toipitAl, 2) io-p*tiAAt • 

btkAviorAl/cpsnitlvA troAtaost profr**i for tf f#ctivA diiordtrs At Univirtity 

tfoipitil and lUrborifiow HtdUtX CftAtAr, 3) gtriAtric ••rvicti At Univtfilty f 

MoAplUl, 4> b«b*vior*i AttrficiBo coaAttltAtiOB AArarlCAi At ttAivirilty 

MoipfUl, 5) AAttfoptfekoIosi lAborAtoriAA' A«d piyckoIe§y dii^nottic strTicii 

At University BotpitAl ud Birborvit* tttoicAl CoatAr, ft) tkA rAkibiXitAtiom 

•odieiA* op«rAot paIa progrAAi it UaivftH Itf .MoABitAl, **d j*Ajrr"othf r iirviCAi. 

Tbaaa pro^ruM Art ama*g tb* aw it iff acUva i*d coi t-tf f«cti*« trAAtawBt 

ModAlitiAf AVAlfAklA for cirtiia ntdicAl, psyekiotric, aa4 bAkAvioril 

di«ord«Tf . K#4ic aca tkut hat tk« potofitiAl to, force tkA dAPirtawAt to 

AllAllAAto tkA tttit CATA frOA) public BAA » tO CUTtAiX itf AVii libilitj fof 

trAioiA* purport, Aad to d#By car* to. a »ost B«#dy population, aia»ly tfc* 

Afifig AAd lAff fiBAAqiAl Abl«. 

Our AttAA^tS tO rASOlTA tklA ifStl* kAVA rOfUltAd IB A £TAAt dAAl of 

' fmstrAtioA. TkA H AAltk C at a riftAseiaf AdoiiAistrAtioa in itf rA$ulAtioAt oa 
prospActivA po ywA^di d ^rov i 4a for i aiaIas cArtAii maIvaxah tlio procodnrAA 
otttXiatd for tk«»a «AlvAri v kotM^At, maca txtrAordi Airily diff icAlt to | 
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Mtiafy. f 1* it of «U, UMfcla* kMyiUl, Hi Mt utUipoto tte mo4 to 
*Im1»4o tfeo mtvImi of aoa-pbrticlfa »»oic«l school f«v>lty Mrttri is U» 
fctae rate thay eeteblijeed prior to la*le*e»t«tio* of rfs. NrUinort, to 
obtaia * waiver, the h0ipit*14wcrto flow that the direot billiaf for * 
^•JrtitilM aerviae go extaaaive that to it Mmtl^ N Umiu U« 

etabiilty of jN^tit eiri." although tiycfcoUfista provide diatiaet tarwicee, 
they could Mt etea* iadepeatltatly u4 aetiafy the regulatory reauireaatate for 
* waiver. 

^ T%o only euceasafwl waiver for a whole category of providers that we ere 
aware of, ia this regard, it that authorised by Coagreaa aerlfer this year for 
Certified K*tistor*6 Kurte Anestbetiiti . Oao of too primary reasons why thie 
was grant ad waa that these services could oo'porfonaW by .phytic iani ^«VWe 
alio provided by aoe-physiciaa personnel. Xa that* cases, Cong ran agreed 
Uat too aystets provided a* unfortunate iaceetive for hospitals to replace 
aervicee provided by sjoa-pbysiciaa profeiaioanla with tboae provided by 
^$kyaieiaee oa a amra costfcfr bat separately billable, baa is. We could, of 
cowrie, accurately avake tie ia** claia for pey&nolojgista' services, However. 
th« gealtb Caret Fiaaaciag Administration baa suds it quite clear ti^t they are 
ia ao teood to make any other exceptioaa %o the rebuodliag proviaioaa of the ,. 
troepectlve peyaaent law. 

i 

The greater implication of tfaia Medicare's payment ayateat ia broader than 

the • concede juit if icntioe or arguments for the aubatitutability of psychology 

cervices with thoae of pbysiciaas. Ia th^s particular caae, tie are talking 

about a fundamental aapect of medical education— behavioral sciences— aad tho 

attest to which health profess iooals who play a hey role ia providing teaching 

aad services have their atability jeopardised by the requirements of PPt. 

~ 131 

furthermore, to rvcommend that theae faculty aalariea be passed on to 
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uaivarilty Iwipittli ii MrMllstt* u4 f»U» to 't*k« iato Kcovat the fut 
that thai* iadividual* in acadamic facalty of a anivarsity mad leal icbool, 
m4 ataff •■ploy*** of a* j l^ipitil. 

i 

-v loth Coagrasa and Tha Kaaltb Cera Financing Admiaintratio* hava racogaiiad 
that PP$ was not par fact ai it vas adopt ad, tUsgr c^aaga* vara aipactad to 
rafina tfca DfrCa ihaat* alvai » and; to assure that fuglity-of Agar* conc*r*a vara 
act sacrificed for fiical *xpedi*iicy , Tat ao clear* direct lop fc*» ammrged oa 

or by whom the** changes' wil? be mad*. Indeed, the priority continue* to 
ba hoar to dacraaia the federal government's share of pajnVati even furth*r, 
HC7A ii overburdened with the Initial implementation of tha system aad a 
myriad of specicl reports tbnt war* rtquaited la tha original legislatioa. 
The Profsssionnl laviav Oriin ixtt ioni inttndad to ba tba ovsraaari of quality 
couched in auditor's garb, a ay a fat to be o per* 1 1 ©ail ia every itata. HCFA 
clearly taa* its responsibility primarily is fiical tarma. Caoaral opinion 

baa ii^taat tba Prospective Payment Ajsasfment Commission raconaeendaticos . 

* v " , 
eepecieily concerning rata adju* taunt* , willt surely lag babiad market raality 

by aa much %% three yaara. Last spring, when we spoka to member/ of tbe$ t 

Commission on thit^vdry problaai. no vara told tbat tba Coaaaiasioa vet nowhere" " 

aaar being able to/a4dres* tba S^ua of medical aducatioa, much las* tba 

impact of PPS on psychologist faculty, /¥ 

We command tha nacataary action i by tbie Coaaaittaa aad tba Co nereis to 

coatrol baaltb cara coata ia this country. Wa urga tbi* Coaaaittaa to tab* 'a 

leadership rola to make chaagas in tba PP1 to mora accurately raflact tba fact 

that medical aducatioa bas cbangad dramatically s£nce tba original 

implementation of Hadicara. Ptycbology wcu^d lib* to contribute it* expertise 

on tbit aad ralttad mctters in whatever way poss ible . 

V 

Thank you, 
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STATEMENT OF DR. JOHN E. CHAPMAN, DEAN, SECTION ON MED- 
ICAL SCHOOLS, AMERICAN MEDICAL ASSOCIATION, BRENT- 
WOOD, TN 

Senator DurenbErger. Dr. Chapman. 

Dr. Chapman. Mr. Chairman, my name is John Chapman. I'm a 
physician and dean of Vanderbilt School of Medicine and a 
member of the governing council of the American Medical Associa- 
tion's Section on Medical Schools. Accompanying me are Dr. Roy 
Schwarz, who is vice president for medical education and science 
policy at the AMA; as well as Harry Peterson, who is director of 
the AMA's Division of Legislative Activities. 

The AM A is pleased to have the opportunity to testify before this 
committee concerning the financing of medical education costs 
under the Medicare Program. „■ 1 

TT^e AMA has a long history of active involvement inland sup- 
port for quality, medical education. We believe that good medical 
care for the American public is dependent upon the existence of a 
large cadre of well trained physicians and other health care profes- 
sionals. This belief is at the heart of the AMA's purpose and 
formed the basis for its establishment in 1847. 

The education of physicians is long and arduous, requiring years 
qf 'classroom work. The first 2 years of medical education in medi- 
cal school focus upon the basic sciences in classroom and in labora- 
tory experiences. In the last 2 years, as students study the clinical 
sciences, there is an increase in the integration of the student into 
the patient care team at the bedside, on the wards, and in the clin- 
ics. . . 

After graduation from medical school, intensive participation in 
patient care begins. Graduate medical education, commonly re- 
ferred to as "residency training," places a physician in training in 
a learning and service environment in which he or she cares for 
patients under the supervision of licensed physician teachers. 

The resident participates in the diagnosis and in the manage- 
ment of large numbers of patients who present a wide spectrum of 
disease states, and acquires the requisite knowledge and skills of 
his or her chosen specialty. The residency is designed to offer the 
resident increasing levels of responsibilities and to prepare him or 
her for the independent pr-actice of .medicine. 

The AMA believes that the U.S. medical education system, both 
undergraduate and graduate, is second to none, and is an essential 
component for assuring high-quality health care for the American 
people. .» , 

We strongly support the current system for funding graduate 
medical education through third-party payors, including Medicare. 
A key benefit of the existing system of funding, for graduate medi- 
cal education is the stable financial environment which it has fos- 
tered. This predictable financial environment in which teaching 
hospitals are assured that reasonable, direct and indirect medical . 
education co^k will be reimbursed has been a major reason' for the 
number and the quality of teaching programs available. Without 
such support, hospitals would be forced to choose- between two un- 
desirable, alternatives— eliminate the teaching programs or to face' 
revenue shortfalls. 

r \ 

( 
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At the same time, teaching hospitals and teaching programs pro-* 
vide a number of significant benefits for the general public. Cer-' 
tainly all of society benefits from having ^large cadre of highly 
trained physicians in the medical specialties. In addition, teaching 
hospitals generally have more special c^re units,, such as units to 
treat cancer or h€art attacks than do <hon teaching hospitals. 

As a result, teaching hospitals often serve as the medical referral 
center. Finally, in teaching hospitals residents, under the supervi- 
sion of attending physicians, provide quality patient care. In the ' 
absence of residents, hospitals would be forced to hire practicing 
physicians and thereby could incur increased costs. j 

The present finar*cing system recognizes that legitimate reasons 
may exist for higher patient cost in teaching hospitals. Teaching 
hospitals generally treat more^ complex and more severe cases, pro- 
vide more technologically intensive care, and provide more uncom- 
pensated or insufficiently compensated care to low income and in- 
digent patients. 

In addition, because teaching hospitals usually contain many spe- 
cial Care units, overall occupancy may be lowered. 

In conclusion, Mr. Chairman, we believe that the U.S. medical 
education system, both graduate and undergraduate, is the bench- 
mark against which other medical education systems are judged. . 
Preeminence in graduate medical education has been achieved by 
virtue of society's commitment to good medical care, the dedication 
of medical schools and teaching hospitals to high caliber education, 
and the existence of a stable funding mechanism. 

We are extremely concerned over proposals such as those made 
by the Department of Health and Human Services Advisory Coun- 
cil on Social Security to restructure the financing of graduate med- 
ical education without a clekr view as to appropriate replacement. 
Precipitous action could severely impact on the quality of medical 
education and ultimately on the quality of medical care in the 
United States by undermining the Nation's ability to train quali- 
fied physicians in suffi^h&nt numbers to meet hea/th needs. 

Thus, we urge Congre^ to ensure that the Medicare Program 
continues its long-standi|e support of graduate medical education 
and continue to pay its tWhr share of the cost of a system that bene- 
fits Medicare beneficiary^s and, the Nation as a whole. 

1 stand ready to«respond to inquiries. " 

Senator Durknberger. Thank^ou, Dr. Chapman, very much. 

[The prepared written statement of Dr. Chapman follows:] 
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% 1 
Mr. C&tintto aod Misiiry of tan Conaittso: 

My ami U Joan I. CassMsan, K.D. f ml X am Dna oi tan Vandarbiit 
School of nodi c inn and * ■■■fair of tpm Covoroiaa; Council of too Uwricsa 
Wdicil ^i*tioc.. S^tioo o* Jic*l schools. Accc^yia, - ^ . 
n\ Roy schwnrs, H.D. , vico rrosidont for nodical Education and 5c i one* 
Policy of tho AHA And Marry Pstsrsoo, Dimctor of ( too AMA's Division of 
Lofislativo Act^vitiaa* Thin AHA 1* ploasod to baj* too opportunity to 
toatify boforo this CoanUttoo concerning too fi n ancing o/ nodical 
•ducat ioc cost* undor tho Modicaro profns. 

Tho AAA Has a ions history of actlvo involvonont in and support for 
quality asdical" oducstion. Ths AHA bolisvss that good nodical car* for 
th# Anorican ^public ' is dspondant upon tho sxistanco of a largo eadro of 

v 
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imH traioad pbysiciana and ot bar hmltk cara prof saaioaals . tWj baliaf 
ia at tba bwt of tha IMI'i puryotM and form* tba taiU for tha 
aatah U th na n t of Umi aaaociatioa in 

Tba education of physician* in a loos and «r«MMf proem raquiria* 
yaam of ciaaa roost work with lncraaaian; «vom of atijdanta a nd 
phMiclan*-in-traiaing to tha practical aapacts of patient car*. Tba 
f irat two of •ducatioo in aadical school f ocua gaoaraiiy on tha 

baaic aadical aciaocaa in daaarooa and laboratory aacpariancaa. . In tha 
last two yaara, aa itudanta ntudjr clinical acianaaa, thara is iocraaaing 
iotagratioc of tba studant into tha patisnt cam taw at tha badoida. 
Af tar graduation froa aadical school, lataaaiva participation in patiaot 
cara basin* in tba form of graduata aad\cal •duration, draduata aadical 
aducation, n a mu ly rafarrad to aa raaidaocy training, placaa tba 
physician- in-draining i« * laaroin* and aacvica irrf roanant in which bo 
or aha carat for patlanta undar tba auparviaioo of licaaaad 
phyaiciana-taachara. tba raaidant participataa in tba alagnoaia and 
naaagaaant of largo ouabar* of patiaot* wbo praaant a aid* apactruK of 
diaaaaa stataa and acauiraa tha raquiait* fcnowladga and skill* of bio or 
bar choaan specialty. Tha raaidaocy io das^nad to of far tba raaidant 
incraaaing Uvais of raapooaibility cad to prapar* bin or bar for tba 
indapandant practica of aadicloa. 

it is through the provision of patiant car* in a taaching anviroonaot 
that a physician laarna tha practica of clinical aadicloa. It la 
difficult if not iapossibls to ssparata tha laaming and. sorvica 
coaponanta of aadical aducation. "Hand* oo w axparianca Is absolutely 
naceaeary . ^ 
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tfca ANA hM * loo* stood!** m* dlract ig»ol » »ai St io aaaurio* too 
<tu*Uty of traduata radical sducatios la too Obi tod ftatoa. Dm AMI 
Actively participate* io tM voluntary accraditiot of oa dlcol school* 
tarou** tba Ualsoo Coamittaa o« aadical aducatioo, of rwidwcjr pro*r*a* 
toroutft tba Aacroditatioo C«umU for Graduata aadical » S Mastloo « sod of 
cootlouiof aadical aducatioo yrctciM tbrou*b tba Accroditatioa QmmcU 
for cootiouii* aadical Education, Xo addition, us lam on flUMrow 
occasioaa ausyortad nf fact* to previa* fadaral f Inane It T aaalstnocn for 
uoaarsrsduata aadical aducsfclon f foyewm * m sioo stron«lr 
consistently supported f aaaral flnam sUl ai4 for n a dUal studenta to 
insure tbafc eualifiad individual* hm en opportunity to pursue a nodical 
career wbere tbnre ere ineuf f icieot family reeonrcee, 

Tba currant «ystee of nodical eeueatioo. bctk u pn^rax ad uate eod 
sreduete. In tba Baited it* tee io second to none eeeenUal 
consonant for aeeurin* bi*h equality beelth corn for tbe aoericon paoole. 
Uo scroosly believe that U orW to neinioie tola ponitioa o stable 
miwUiMwiif euat exist for the f ieencii* of nodical education si all 
lmli. 

Tbo AHA itroo4iy supports tbe current *y*tea wboreby Boolean and 
otber> payor entities there io the coat of nodical education, nedicar* 
baoaf iciariea as wail aa persona covarad by otbar beelth plana share in 
tSm benefits of ouraedicel education systan by receiving health car* 
service* froo Mall-trained and nonqualified aadical profeasionala. 

Wo ere concerned that withdrewl of nedicar* fundio* for diract end 
indiract costs of nodical education, aa baa baao susjeoted by son*, would 
severely iapect oo tba quality of aadical education and ultinetely tba 

quality of aadical c«re in thi« country. 
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tie c oi i ni this rnwltt»t for beginning an inquiry into tha financing 
of nedical aducation under the eedicare progree- The syttasi of financing 
nadicil education ia coasplex. Changes aust be cara fully evaluated and , 
coneidered line a an iU-advieed changa could thcaatan the nation's 



ability to train qualified payeiciaae ia sufficient maebere to aaat tha 

Mr. Chairman, I will now daacriba tna existing financing system and . 
explain why *e believe it haa served our nation wall. 
Currant y*,n«relnr; ftff gOftattl Mfrligll jfotf^P* Bat! fat aadlgfare 

Existing -law provide* that a he ay it al will ba reimbursed >u£«id* tha 
prospective payment system for\its direct and indiract aadical education 
costs. 

Oiract Costs 

"direct coats'* ara axj>an*es diractly associated with sn approved 
nodical aducation program operated by a hospital. These costs includa ' 
tha ealeries and fringe bendf its of residents and tha portion of tha 
salaries of teaching physicians attributable to educational activities* 
, Under the Social Security Asian dnents of 19§3, such expenses continue to 
be paid by Medicare on e raeaonable coat baeis. 

According to the ggujKU JXUbpMUk Jgggj fcaal ' ■ ftiTVir ftf „HWM*t*f £ 
Stipends. Benefits, and fund int. teaching hospital* on an average spent 
""over $3 million on salaries and fringa benefits ^or residents during the 
1982-33 scedeaUc year. This aavount represented an increase of ^3 ,4% ovar 
tha amount spent in 1931-32. Teaching hospitals are extreaesly dapendant 
on patisnt care revenues for the support of hVuaestaf f salaries and 
fringa benefits and ft arte rally hava nowhere else to turn for resources to 
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wftr this sital fuoctloa. Act mn|i of o*ar *» of tte fuadio*. *«c 
ttesa sspsosss is tasmhiss ;. hosgitaia* adtalM of Ystaraos' 



! 

M ain ti tration hospitals, urn octal*** fro* *>atiaqt c^m." ite t*ca 
*patiast mwuis" iocludas s*jc**ats fro* IMicirt, ttadicsid, 8lu* CrxNti f 
c ?— ir cial bfunaci carriers* sad diract paUant pajwasfts. Otter 
source* of fuodlas for bouses t o f f expanses inelwoo state aod local 
govornAMts (1%), tte Vetacaaa* fcsmijxlstrstioa (i.5%} # univarsitie* (2%) 
sad otter source* (5.5X3 , iocludiaa; federal stood**, privat* grml* aod 



"pidiract t o o c h in* coats" art lywm of m taachiasj hospital act 
directly attributable to tte hospital' i aaaical education activitie*. 
TW*, casta iaalude tte additional espouse* involved in traatia* aore 
seriously ill sat loots and tte added coats associated ^ith tte for Mn§ 
of residents, Tte Me dic a r e pro*™* also pcys hospitals* indirect coots 
of sa d i c al education. 4 hospital** iodiraci; asdics! education payaaot is 
calculated by nultiplyigf it* total OK ravenus, en education edjusfcaeot 
factor that represents tte af foot of teaching activity oo tte hospitals 
operatic*; costs, tod a factor representing oach 0.1 incraas* in tte 
hospital's ratio of full-tin* equivalent residents to teds. 

In reportins tho Social' Security tesndnsnts of 1*03 f tte House Keys 

aod Means Cosmittee eckoowled*ed that as additional paysajjt to teachio* 

hospitals for indirect •dotation espaos** is appropriate 

... io tte light of serious doubt* (explicitly acteo*ledsed by 
tte Sacratary ia his recent report to tte Co»*reee oo prospective 
oayaant) about tte ahiiity of tte DUG caaa classification ay ■ tan to 
account fully for factors such as severity of Ulnae* of patients 
rm^uirioc tte specialised services and traataaot profraa* provided hy 
te ac h ing institutiooa aod tte additional coats associated with tte 

teaching of resident*. 
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\ Tha lattac coats sra wadarstaad to U sla d * Um saditioaai tasts 



\\ sad procadura* qc4m«I ay r**i***ta aa mil as tha sxtrs 
v placsd o* otter staff as titty participate in th* aducatioo ^raoaac. 
Your Coamittaa aas>haaUa« its viasr that thaaa indiract taackia* 
sapaasa* ara act to ha suhjsctad to th* taw standards of 
-af ficiaaaT iapliad vatdar ta* OK proapactlv* aystaa, Wt rathac 
that thay ara lagitiaat* ixfwm iavolvsd la th* post graduata 
aadical adueatioa of physicians tahich tha Haaicara prograa has 
historically rsaaaaJLsad a* worthy of support uadar th* raiaHuraaaant 
systsa. 

Th- ami stroagly supports th* currant systs* for finaacina graduata • 
aadical sducation through third party payors including tfsdicar*. a toy 
baaaf it of tha agisting aystsa of fuadiag graduata aadical aducatiod U - 
tha atabls financial aaviroaaaot it has fostarad. This pradictsM*^ 
financial aavironswnt, in which taaching hospitals ara aaaurad that 
raasoaafcU diract sod iadiract aa d i c al aducatioa coats will ha 

raiabursad, has b**n a aajar raaaoa for tha sasahar sod quality of 

• * 
teaching progr*** aval labia. Us ara concsmad ovar proposals to 

rastructura tha financing of graduata aadical sducatioc hacausa do stasis 

aitarnativ* funding sourca* haw* haaa idaattfiad. Without pradictahls 

financial support, coaching hospitals wouldf ba fore ad to chocs* botwaae 

two undaairaaU* altsrnativas: 'sliaiaats sssaatial taaching programs or\ 

faca larga rsvaou* shortfalls. 

At tha saaa tiaa, taaching boapitala and taaching pcograaa provids a 

ouabar of aignif leant hsnafits to tha gaoaral public. Cartainiy, all of 

soclaty b*n*f its froa having sa adaquata supply of highly srainad 

physicians in all aadical spscialtia*. In addition* torching hospitals 

ganarally hava aors special car* unit* auch as units to traat cancan? or 

h*art attack than do noil- 1 a aching hospitals, as. a rssult; taaching 

hoapitala oftan aarva as th* aadical rsfsrral cantar for an araa of faring 
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tartikry car* unavailable ai m Mfcf * in a en— unity, finally, in t •aching 
hospitals rasidants undsr tte suparvision of attaoding physician* provide 
quality patiaot cars. In tba ihwoc* of c^ltett*, hospitals would ba 
foccad to him practicing physicians and thn-rnby could incur incmasnd 
coats. 

Tha prasant systan mcognisn* that lagitinata raaaoos axiat for 
highar patiant costs at taachinx heap its! a. Tasching hospital* gannrslly 
traat norn conplax and aavaro casas. provida anr* taclnioiogicaiiy 
iatansivs cars, and provida ao ra ^uacosyana it ad or iaauf fieiantly 
cca^an«atad car* to iow-incona and indigant pa^^fts. la addition, " 
bacauaa taaching hospitals usually contain nany tpacisl cam units., 
owall occupancy ratas nay ba iowar than thoan of aou-taa*hing hospitals 
vfcara bads nay ba avail *b la for ganarsl admission. 

Conclusion 

Thn U.S. nadical aducation systan, both graduata and >Jwdargraduate, 
ia tba banctaark against which otbar nadical aducation systana in tba 
world ara judgad. Praasdnanca in graduata nadical aducation ban baan 
achiavad br virtua of society's coanUtnant to good nadical cars, tba 
dedication of nadical ^achools and teaching hospitals to higb^caliber 
aducation, and tba existence of a a tab la funding aacbanian* 

We ara axtrsaaly cane •mad ovar proposal* such as thoaa nada by tba 
Dapartnant of Health and Hunan Services* Adviaory Council on Social 
Sacurity to raatructura tba financing of graduata nadical aducation 
without « claar vi«w as to how graduata nadical aducation will ba y 
f Insnc'ad. Pracipitous action could undamina not only our graduata 
nadical aducation fyatan. but tba quality of our haalth cara tystea as a* 
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Nbftl*. Thua m« ur«« C t> mr — > te Mwr* fctafc tba Kadi cat* protrwi 
cootlau— its loot-stawtia* wp y tf t of *r*4uat# —liicil •4uc*ti«n aad 



coatlnut* to w its fair s&srt of t&s costs of a systsp that bsnsfits 



M sjdi eo xs bsosfieisriss sad tb* nstioa as a wtool*. 



Mr. c&airaaa 4 thank you for providia* us vita thim opportuoity to 



tastify, I will ba happy to 



aay sjuastioas Ksa fcacs of tba Coaadttsa 



may havs. 



' STATEMENT Of^SfL BENJAMIN COtfEN, CHIEF ADMINISTRATIVE 
OFFICER, UNIVERSITY OF MEDICINE AND DENTISTRY, NEW 
JERSEY SCHOOL OF OSTEOPATHIC MEDICINE; ON BEHALF OF 
THE AMERICAN ASSOCIATION OF COLLEGES OF OSTEOPATHIC 
MEDICINE, WASHINGTON, DC 

Senator Durenserger, Dr. Cohen. 
Di\ jCohen. Thank you, Mr. Chairman. 

I'm the dean of the university of medicine and dentistry, New 
Jersey School of Osteopathic Medicine, and Fra representing the 
American Association of Colleges of Osteopathic Medicine. The os- 
teopathic profession is a profession of primary care, of health pro- 
motion, and of disease prevention. Eighty percent of^U of the os- 
teopathic physicians are engaged in primary care, wjtf^ 50 percent . 
practicing in areas populated with 50,000 'persons or/less. 

The model that we utilize for graduate education is different in 
both scope and environment than the traditional medical graduate 
system. Our "graduates serve a rotating internship during the first 
postgraduate year. That internship is geared toward primary care, 
and primary care issues. The internship takes place in small- to 
medium-sized community hospitals. Many of the faculty members 
are private practitioners who have volunteered their* time. The » 
great difference between the osteopathic and allopathic professions' 
graduate program, lies in the fact that most institutions where our 
graduate medical education takes place is in the private sector, the „ 
smaller community medical hospitals. 

We are pleased that Congress has had the wisdom to finance 
medical education both for the defect cost for Medicare reimburse- 
ment and indirect adjustments as the development of a PPS occurs. * 
We certainly support the necessity for the survival of quality medi- 
cal education and for the continuation of such reimbursement. The 
current reimbursement plan permits the osteopathic profession to , 
continue its graduate medical education outside of Jarge tertiary 
^renters. 

However, we think that there is a great vulnerability to that con* 
tinuation. Because of the cost containment! environment, any re- 
trenchment in co^k related to medical education moneys allotted 
to small- and moderate-sized community hospitals will force hospi- 
tal boards and thejr administrations to consider the fiscal viability - 
of the institution, This fiscal reconsideration^ could be done at the 
expense of medical education. The osteopathic! medical profession is 
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concerned because our priman/ care programs are conducted in 
community hospitals. We noteinat most hospitals have short expe- 
• rience with the PPS system/and that the jury is still out We do ' 
need another year or two<fcefore we can address that issue. 

The exact nature of indirect costs for medical education is stilF * 
perplexing. It lacks # clear definition and experience, and av&its a 
more concise delineation of its possh^e effects and implications. 

We urge die continuum of medical education support through 
the Medicare system. We urge that no programmatic changes occur fcey 
until the facts are in. I fegard it as analogous to a microscope 
^rwtnch has on its stage, 'medical education.. There are tWo knobs of 
adjustments on microscopes, the grosdRnd the fine adjustment. A 
great programmatic change prematurely placed upon the micro- 
scopic stage might put our whole system grossly out of kilter, disre- 
garding the fine focus of current educational workings. 

^he long-range facte must be considered. We urge Congress to 
look at tfye future so we can address some of the impending issues 
of medical education. Wfc must realize as we approach the end of 
% the decade, that there are predictions,^^ surplus of 70,000 physi- 
cans. Clearly, the need for more cost^consdious primary physicians 
is evident when' we look at that surplus. Hospi&ls of the future 
will be leaner. They will care for the gravely ill, operate on the 
most major cases, and accept only those patients who are unable to 
ambylate. The bulk of meditfal practice in th^ future probably will 
switch, from in-hospital to ambulatory health care. 

We hope that these centers will be sites for a prototype of train- 
ing for our physicians of tomorrow. Medical education in \&e future 
will look'toward the reimbursement system that takes into account * 
the ambulatory services of this country. 

Last, if I may sayjl think the strength of this country not only' 
exists with the individual institutions and its industries which are 
able to look at options, but tharvjp to individuals like you, Mr. 
Chairman, the strength t>f our Nation rests on, the tradition of 
hearing the public and registering the £ulse beat of this country. 

I hope that the testimony today will make the 'Senators realize 
that all of us are asking essentially for a continuation of the 
system until we can come up with the adequate facts, consider im- 
plications of change, and address the issues with wisdom and fore- 
thought. ,v } S 
Thank you. \ % 
Senator Durenberger, Very good. Thd^nk yo^ very^much, Dr. 
Cbhen. "a , | 
[The prepared written statement of Dj\ Cohen follows:] * 
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Moil^f. ^y^gmf QMi mf .a » i c M i « >I m * ta c M K « , »», 



TESTIMONY OJi 



^HEUKTAL KUUCATTOM FUMtHNtiT UTT1IE MLDiCAKK 



PKOttAM 



<hhh! afternoon, Mr. CtrnkmOn «r*i member of Jhe S^ormj^ffw, My nam. 
is Dr. ii-nMmm (^hen; I am an o^^thiONohysftliw «n<fWve yr'Tfcan of the 
UiMver.it, of Medicine |^ l*n;Utry of Ne\^rio*W£ u f Osteopathic 
Medmnt. My statement to\fc,ot, today 'wi U rvfJ^TthL perspective of the 
Aiuvrimn Association of Coilene* of OMeopathic Medigfn* and its member 
vmW«. Wm *r« p^**d to neve this opportunity to provide the Subcommittee 
jith our v..* of l!«a rurrent medial *d«catlon flnancine; mechanism under 



A, you may know. *he wteapathic profes*ion pr.efcce* medicin. o**ed on 
M K nihr*nt components of primary ere, f^lth promotion, and 4ise.se prevention. 
TJ^iwiwtic approach^ reflected in the kind of health cere service, proved 
l»y our physK-.mvs. Over *0 percent of the osteopathic medical profession arc 
erased in the uel.'very of primary *A wrv.ee,. More the* naif of the profe^ion 
provide health r«r R service* to communities of less I h^MUJUO* persons. The 
osteopathic medical rriucjuion proer* ih an^J^al aJf^Ui part of our success 
in delivering t!W>^e valuable health rare services. 




\ 
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Both th« motici tnd th« environment oX osteopathic graduate m«ilic«i «tluc»tion 
vary significantly from those of allopathic medical cducatk^ Upon award 
of the D.O. degree, osteopathic physicians must complete a one year, rotating 
internship prior to any speciilixod residency training. That internstiip experience ^ 
most often occurs w smaU to moderate jsize community hospitals. Some of 
the smaller facilities join to. form consortiums in order to provide their interns 
with exposure to the full range of medical services. Finally, a significant portion 
of our teaching physicians are private practitioners, who volunteer their time 

T 

for teaching activities. 

While osteopathic medical education makes art important contribution to this 
professions ability to respond to national Iwaith care needs, funding for that 
education has grown increasingly precarious. Our heavy reliance on graduate 
medical education within the private sector of small, community hospitals means 
that more traditional sources of medical education support such as faculty funds, 
^^ndowment funds, and federal research dollars frequently are not available 
to this profession. The historical recognition of medical education costs under 
medicare has allowed our training programs to continue producing the kind 
of practitioner most needed by this nation. 

We were pleused when Congress took special care to continue recognition of 
medical education expenses via medicare's pass through of direct medical 
education, costs and retention of an indirect medical education adjustment during 
itg^evcloproent of the prospective payment system. As the full Senate 
Committee on Finance articulated upon reporting out the PPS measure, medical^ 
/education costs "ure legitimate expenses involved \h the postgraduate medical 
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education of physician* which tite mytiivare program lias liistoricaliy recognized 

«* 

as worthy of support under the reimburse»nant system." 

Continuation of that federal reimbursement^ policy by Congress is in valuable. 
Medicare reimbursement for the coats of graduate medical education has 
contributed manifoldly towards the on-going development of quality, 
hospital-trained physician* for this nation. For the osteopathic profession, 
thai contribution has been particularly valuable- It has had a positive impact 
on our ability to operate graduate medical education programs outside of the 
targe, tertiary care centers* it also has enabled us to continue to produce a 
population of physicians which provide badly needed health care services, mostly 
in the area of primary care. 

However, the future of medical education is becoming increasingly vulnerable. 
As hospital* seek ways to hold down costs, and operate within the constraints 
of PPS, increased scrutiny may be turned towards the fiscal viability of 
maintaining hospital-based graduate medical education programs. Indeed, a 
growing .reluctance on the part bt some for-profit hospitals to maintain medical 
education programs has already been evidenced- We believe maintenance of 
medicare reimbursement Tor medical education costs is essential. 

More specifically, we support the continuation of the current medical education 
financing mechanism under medicare during this period of time in which the 
prospective payment system fully evolves. We do so for several reasons, in 
the short -run, inclusion of osteopathic hospitals and their graduate medical 
education programs under the new system lias been brief. Many of our hospitals 

I 
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have participata^ for only a few month* and any impact, specific to medical 

* 

education is difficult, if not impossible, to discern at this point, in the Jong-run, 
it wiU be several years until the current medicare reimbursement system, 
as fully envisioned by Congress, is completely in place. On both measures, 
Mr. Chairman, the data regarding the impj|t of FPS on medical education 
simply is not yet in, ^ , . 



Thar* exists another, perhaps more significant, reason for refraining from 
making any immediate judgements or decisions regarding the financing of 
medical education under medicare. To date, there is littler information available 
regarding the exact nature of indirect medical coats, teaching physicians, 
and teaching hospitals. Collaborative efforts among those individuals most 
directly invoWd in medical education, Congress, and the Administration could 
contribute significantly to that body of knowledge. For that reason, this hearing 
is a useful forum and we are grateful to the Subcommittee for recognizing 
its importance. 

As you undoubtedly arc aware, several other efforts have been initiated %o 

address this need. The Health Care Financing Administration has been working 

for several years to i^ue/^guiaUons regarding the reimbursement o/ physicians 

in teaching hospitals. Difficulty in defining medical education items and clearly 

delineating those from health care delivery items has contributed to the delay 

v 

in promulgating ihe regulations. In addition, the Office of the Secretary, 
Department of Health and Human Services has bef^f a four year study of 
the financing of graduate r unheal education. Two years of that study remain. 
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Mearly, much of the inform* Uoa'ncectaj to review the impact of current medical 
education reimbursement policy a* weli a* the level of tiwit reimbursement 
currently is being accrued We believe that any programmatic change in 
medicare reimbursement for medical education should wait until all of the 
facts ate in. Only then can such policy be reviewed ' end shaped in a, 
comprehensive and deliberate manner. 

We have a mfcre immediate concern as well. We caution against reducing current 
reimbursement levels, provided through the indirect medical education 
adjustment. For the osteopathic medical education community, in which medical 
training occurs thrjough a network of small to moderate community hospitals,, 
any precipitous retrenchment in that adjustment would jeopardize seciously 
our ability to continue producing the very kind of practitioner most needed. 



f 

On * more long-term basis, we believe that federal policy regarding 
reimbursement for medical education costs under medicare will affect ihe 
nature of health care delivery, it is clear that the federal government has 
the potential to exert a powerful influence on the development and utilization 
of specific,- high-priority products through such mechanisms as federal 
reimbursement policy. The continued need for primary care providers, in a 
cost -conscious environment, evident. We believe the federal government's 
impact on graduate medical education, through reimbursement policy, could 
• contribute towards responding to that need. 

Further, it is apparent to everyone liutt the traditional Scenario for hospital 
care is undergoing rapid change. We arc viewing a future hospital which is 
slimmer and leaner and coring for a sicker patient. Concurrent to that vision 
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. 1* «u* in which many of the services traditionally provided in a hospital will 
be provided in ambulatory care center Graduate medical education can, 
and we believe should, play a vital role in preparing, future physician* to 
participate in that new prototype of care, Again, we believe tie federal 
government's policy towards .graduate* medical education reimbursement could 3 
affect that role in a very positive way. 

r 

* " 4 

Continuation of the current reimbursement policy en&ure* some level of positive 
federal impact on training program* which respond to current national health 
care priorities. In tlvat limited way, medical education programs, such as those 
conducted within the osteopathic profession, which are not frequently eligible 
for other soirees of funding yet provide the nation with a cadre of physicians 
who^pft^arV focus is the delivery of primary care services, are encouraged. 
We urge me Subcommittee to regard the current funding mechanism and any 
future policy change in iigh^of their impact on such graduate medical education 
programs, with a view towards strengthening their potential to respond to 
national health cure needs. 

Our conclusions for your consideration as you study the current medical education 
reimbursement system under medicare are two-fold. First, we believe that 
the current funding mecluiniam should remain in place until all of the information 
needed to make policy recommendations is available. That recommendation 

is inclusive of both general reimbursement policy and the specific levei of 
reimbursement provided through the indirect medical education adjustment. 
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Second, we believe strongly Jnat, through such reimbursement policy, the federal 
fovoriimeftt can, and WtouM, tencour^re the viafcilify of syiUms in which 
high-priorit? resources •re developed. W« believe particular attention should 
be focused on teaching progrsmvsuch as the ones within the osteopathic medical 
education community, which rely heavily on a network of small* community - 
hospital*. The" federal government, through such a focus, can help in providing 
for the continuation of efforts to produce primary care practitioners and to 
provide health care in rural and underser ved areas* ' 

We are cognisant of the fiscal constraints within which the federal government 
and, indeed, all health care providers must operate. We recognise the necessity 
of controlling health care costs and pledge our cooperation in that effort. The 
osteopathic medical education community stands ready to assist Congress and 
the Administration during their efforts to ensure that federal health dollars, 
are used to respond, in the most effective^nanner possible, to the health care 
needs and priorities facing us today. Thank you. * 
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SUMMARY 



This testimony reflects the perspective of the American Association of Colleges 
«f Osteopathic Medicine- and its member colleges. The osteopathic profession brings 
tin important view to ht^Mth Litre; it* medical education and. practice stress primary 
care, health promotion, and disease prevention. Over 8U percent of the osteopathic 
utedical profession arc engaged in the delivery of primary care services. More than 
ha if of the profession provide health care service to communities of Jess than 50,000 
persona. * , 

Trie historical recognition of medical education costs under medicare has contributed 
significantly to the development of a strong, qualified cadre of hoSpital- trained 
physicians in this nation. For the osteopathic medical education community in 
particular, because of its extensive reliance on training in smalt to moderate 
community hospitals, that reimbursement policy has been invaluable in our efforts 
to train significant numbers of primary care practitioners. Therefore, this profession 
whs pleased that Congress chose to continue medicare recognition-- of -«m#dtcst" 



iiu-riiciil education financing mechanism under medicare, U Dot yet available. The 
period of tunc in which hospitals have operated under the new prospective payment 
system has been brief. It will be several years yet before the system is fully 
implemented. Further, while several efforts to define more specifically the 
parameters of graduate medical education iiave been initiated, that work is still 
underway. Consequently, we believe that any programmatic change in medicare 
reimbursement for medical education costs and any change in the levels of that 
reimbursement should wait until all pertinent information is available, 

1-iimllY. the osteopathic medical education community recognises the potential for 
the federal government through such meclwmisms as reimbursement policy, to 
encourage the development of specific, high-priority- health care products. We urge 
the Subcommittee to regard both the current medical education financing mechanism 
and ^ny future policy recommendations in light of their response to a changing health 
cure scenario. There is an on -going need to develop a strong cadre of primary care 
practitioners hs wrfl lis a cadre of physicians adept in providing services in such 
iii?w health care environments as ambulatory care centers. We believe the federal 
ijfiverriment *-"iild, and should, make a positive impact on the medical education 
Community's abilitv to respond to those needs through its medical education 
reimbursement policv- * 
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STATEMENT OF W LOUISE FITZPATRICK, DEAN OF^THE 
SCHOOL OF NURSING, VILI^NOVA UNIVERSITY, VILLANOYA, 
PA, ON BEHALF OF THE NATIONAL LEAGUE FOR NURSING 

» 

Senator Durenberger. Dr. Fitzpatrick, 

l)r. Fitzpatrick. Thank you, Mr. Chairman. 

I am Louise Fitzpatrick, clean of the college of nursing at Villa- 
nova University, and I am speaking today on behalf of the Nation- 
al League for Nursing and the American Nqrses Association. 

The National League folk Nursing is a nationally recognized ac- 
crediting body for nursing education and the American Nurses As- 
sociation represents registered nurses through constituent State 
nurses associations. , \ ■ 

With me ig Ms. Sally Soloman from the National League for 
Nursing staff. 

We appreciate the opportunity to present our views on the sub- 
ject of Medicare's role in the financing of nursing education. As I 
am sure you know, members of both organizations have a strong 
interest" in maintaining high standards of nursing education so that 
patients, many of whom are Medicare recipients, can receive the 
best nursing care possible. 

Mr. Chairman, in the interest of time, I will present some salient' 
features of our testimony, which has been submitted. 

Since the enactment of Medicare 20 years ago, there has been a 
shift in nursing education programs which makes it necessary to 
reevaluate Medicare's policy on funding nursing education. In 1965, 
with the majority of nursing education programs being hospital- 
based, it was understandable that most of Medicaid funds for nurs- 
ing education went to these programs. However, between 1964 and 
1983, the number of hospital-based programs has dropped more 
; than 50 percent, while the number of nursing programs located in 
institutions of higher education has nearly tripled. 

Today, students from basic nursing programs, located in institu- 
tions of higher education, comprise (over two-thirds of all nursing 
graduations in contrast to the much smaller percentage that they 
represented 20 years ago. In addition, the number of masters nurs- 
ing programs has increased from 56 in 1965 to 154 !h 1983. • 

Despite these trends, the majority of Medicare funds for nursing 
education continues to be allocated toihospital-based programs. 
This is evidenced by MCFA's most recent statistics, which indicate 
•that for- 1979 Medicare spent approximately $135 million on nurs- 
ing education, the majority of which went to hospital-based pro- 
g^arns. 

The allocation of Medicare dollars to finance nursing education 
does not accurately correspond to the distribution of the nursing 
student population. For nursing schools located in institutions of 
higher education *the greater fiscal pressure the hospitals are expe- 
riencing as a result of prospective payment systems has been a 
source of <bme concern. There has been discussions that schools 
might be billed for each nursing student that uses a hospital's clini- 
cal facility, » 

1 know from firsthand experience and recent experience that 
fiursing schools in the Philadelphia area were threatened by one 
hospital with a $100 charge per student for fall 1984, despite the 
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fact that the nursing schools place their own faculty in these facili- 
ties to provide instruction, using very low faculty-student ratios of 
approximately 1 instructor per 8 students, and to say nothing of 
the contributions which both students and faculty make to improv- 
ing the quality of nursing care in the institution and to the devel- 
opment of the institution s iVursing staff. 

Although this $100 charge has been suspended for the time 
being, or at least until December, it left many concerns within the 
nursing community. If nursing schools are charged the§e fees, the 
extra financial burden will either force schools to close or to pass 
the cost along to the student in the form of- higher tuition or fees 
which would certainly be a deterjent'to student recruitment. 

To our knowledge, there is no comparable movement afoot to 
charge undergraduate medical students in order to recover the 
clinical costs of medical education. The recent passage of a prospec- 
tive payment system has raised questions regarding what should be 
recognized as direct educational costs for joint educational pro- 
grams." By this I 'mean when a hospital is used as a clinical site for 
a nursing program, which is operated and financed by' an institu- 
tion of higher education. 1 

Clarification is definitely needed regarding the definition and in- 
terpretation of these costs. This is closely linked with a second 
problem— lack of essential data. Estimates of direct nursing educa- 
tion costs are lacking for both individual hospitals and on a nation- 
al basis. * ■ . 

Because we are so aware \ of this lack of data, the National 
League for NurSSng is currently organizing a nationwide survey, 
thfe results of which we hope will help £o identify more precisely 
the- existing ways of recognizing and handling direfct nursing educa- 
tional costs. 

Once these data are collected, we will probably be in a better po- 
sition to understand the allocation of funds for nursipg education, 
including those for Medicare. And we certainly will be pleased to 
share these data with you and your staff. 

A fmal point to be clarified is the distinction that must be made 
betweerf medical and nursing education programs as far as Medi- 
care reimbursement is concerned. Interns and residents are gradu- 
ate physicians and are employed and salaried by the hospital, 
whereas nursing students arhf undergraduates in large measure 
and in addition, graduate students, who are in place in hospitals as 
part of their clinical practice for learning and for-which they pay 
tuition. . 
< Finally, although most of Medicare's funding for nursing educa- 
tion falls under direct costs, we also have some concerns about the 
prospective payment system's indirect adjustment for teaching hos- 
pitals. This proxy for higher costs associated with academic institu- 
tions is based on graduate medical positions and does not take into 
account the provision of clinical experience for nursing education 
programs. Hospitals without intern^ and residents, but with several 
nursing schools using their facilities for clinical placements, do not 
recover the indirect teaching cost of the nursing education pro- 
gram, t 

In summary, we consider Medicare funding for nursing education 
to be important, but the current methodology used to allocate the 
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Medicare dollar* does not accurately reflect the changing trends in 
nursing education. 

• This ends my testimony, hiit we wpuld be happy to answer any 
questions. , % ' 

Senator Durenberger. Thank you, 

[The prepared written statement of Dr. Fitzpatrick follows:] 
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Testimony of the national League for Nursing 
-and the 
American Nurses' Association. 

, before the 
U.S. Senate Finance tawnittee 

Subeomittet on Health ^ 

s ' \ ' 

^October I, 1984 V 



Mr. Chatmtan, I am Dr. Louise Fitzpatric*. Dean of tne School of ^ 
Nursing at Villanova University* 1 a» speaking tod*y on behalf of the 
National League for Nursing (NLN) and the American Nurses' Association (AN Aft 
NLN is the nationally recognized accrediting body for nursing education antf\is 
one of the largest coalitions of health .care professionals, practitioners, and 
consumers dedicated to providing quality health care. It Includes 2,000 
agency members anoM7,000 individual members residing in constituent leagues 
throughout jthe country, ANA represents 185,000 registered nurses through 53. 
constituent state nurses associations. 
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Summary of Remarks by the National League for Nursing 
and tht American bursas' Association 

for Hearings or Medical Education funding by the Medicare Program 

v 

• For the UYS. Senate Finance Committee 
Subcommittee on Health 
October ], 1984 



* 1- Changing Trends in Medicare and Nursing Education 

Medicare policy - for - funding nursing, education, needs to reflect more 
accurately the shift in nursiog education whereby the majority of the 
nation's nursing programs are 16cated in institutions of higher educa- 
tion, as opposed to 20 years ago, when they were mostly hospital -based 
diploma programs, ^ 

U- The Impact of Cutbacks, on Nursing Educatjeff ^'^ fT^-^ 
In an era wi*e~n ho^itafs'are under qrtfSter fiscal pressure* nursing 
programs located within institutions of higher education are concerned 
that hospitals, where. their students are placed for the clinical portion 
of their education, will charge the schools a fee for each student in 
order to generate revenues. This would place an unnecessary burden gn 
nursing schools and nursing students* many of whom are already finding 
it difficult to make financial ends meet, 

III. Need for Policy Clarification and' Additional Data 

Passage of the prospective payment system has raised question^ as to 
what should be recognized as allowable direct nursing educational costs. 
Clarification is needed regard ing^the definition and interpretation of 
these costs. There is also a need for more data regarding these costs 
on behalf of individual providers and the federal government. *Tbe 
.effect of a d-yrect pass-through or any other financing mechanism cannot 
be assumed to be the same for both medical education and nursing 
education. 

I V. Ho so i t a 1 -Ba _sed _ jjur s i _ng Pro gr a ms 

Ho sp i tal -b ased nur sTng "educat ion programs, which are highly dependent 
upon Medicare funding, are concerned that their educational costs might 
not be fully recoqn ized either through the direct pass-through or 
indirect adjustment under prospect ive- payment. The growth of 
s inq le-purpose deqre*? granting institutions has also raised questions 
regarding a 1 lowable ^direct educational costs. 

V\ Indirect Costs 

This proxy for the higher costs associated with academic teaching 
institutions is based on graduate medical positions and does not take . 
into account the provision of clinical experiences for nursing 
educational programs. 
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t * We 4ipreciiti the opportunity to present our views on the subject bf 
Medicare*^ role i f ii the financing of nursing education. Hefners of both 
organizations h^ve a strong interest in maintaining high standards. Of nursing 
education so that patients* *any of v whom are Medicare recipients can receive 

the best nursing care. 

1 ' ... < 1,1 ' M 

» • * 
C HANGING TREN DS IN HEDI C^E ANQ NURSING EDUCATION 

Since ttedicare ^as first en,actec*\)n 1965, the health care system has 

witnessed significant changes, One major area t of change has been 4n the 

assumptions underlying the use of federal /unds to finance education for 

, health care professionals* *In the sixties, the shortage of physicians and 
nurses was, in yart, the rat4nale behi m/- Me di dare's coawi t«ent; to, provi dirjjj 
its share of funding, .for health professionals' education.'- The federal 

'government a.{vSO # «ade Us contribution through generous funding fpr training of 
health care professionals' under the Public Health Service Act, 

Today, i&stlyttue to the VI location of federal awnies* the shortage 
of physldlarh and nurses has abated, 'Nonetheless', because of Medicare's 

' interest in raaS staining an adequately prepared' caA^e ^f; health care^ 

i professionals a«3 its .recognition of * the absence of' cqfmifftty resources to 

» _ -7 «4 

meet, these needs, Medicare continues to' contribute a certain amount of sraney 

' > ■' 

to the financing of health prof essicfnal s. 1 education through its payment for 

s^er v1 ces. . ■ ; . , " ■ ' t , ' 

\ H^qarding thf>se educational costs, it was the original intent 6f 
Medicare that the burden for educating health professionals be borne asjnuch 
i as possible by the community and .not by patient care dollars. However, since 
- in roost cases the community has npU assumed this responsibility. Medicare has 
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agreed to pay Its share of Urn cost of educational- programs in provider 
institutions* 

The Medicare cost reimbursement system requires that reimbursement 
can be made only for education occurringfin hospital settings. As a result, 
most of the costs of hospital-based nursing education programs are reflected 
in the hospital cost report, while the allowable costs of nursing education - 
programs operated outside of hospitals are limited to the cost of the clinical 
component. * s * . 

As you know, in 1983 Congress enacted the prospective payment system 
which replaced Medicare's cosl-based reimbursement system previously 1n 
effect. The result of this new system is to provide hospitals with a f f*ed 
pr/ce for fn-patient services according to diagnoses and a separate cost-based* 
payment for education and capitaTe^penses. for nursing ? this has raised two 
Important questions: 1) Does the definition of direct educational costs 
sufficiently recoqnti? all of the direct costs of nursing programs in the. 
clinical sett f nq? 2} Do the DRG rates adequately cover the indirect costs of 
nursing education? 

Assumptions underlying the allocation of Medicare funds for nursing 
education have been based on the universe* of nursing education programs at the 
time wnen Medicare »as first enajpted--2G years ago. Since then* nursing 
education has undergone dramatic changes and the Medicare program has 
undergone significant changes a*s well. 

For example, ?0 years aqo the majority of the nation's nursing 
schools were hosp ital-based diploma programs. Hence, ft was appropriate at 
that time that the majority of funds for financing nursing education be 




^located to programs with the larg*st proportion of nursing students--namely» 
diploma programs. This trend of allocating the majority of Medicare's funds 
for nursing education to diploma schools has continued today* The Health Care 
Mnancing Administration's (HCFA's) most recent statistics indicate that for 
1979, allowable nurslnq education costs were approximate 1^350 million for 
all providers participating in Medicare. Assuming an average 38* Medicare 
hospital Utilization rate. Medicare's share of the cost of nursing education 
was estimated at $133 million, the majority of which went to diploma programs, 
rtowever, since 1965, tfce focus of nursing education has shifted f\m 
hospital-based diploma programs to institutions of higher education. The 
number of diploma programs has drgjftped more than £0*~ -from 813 to 281, while 
the number of nursing programs located in institutions of higher education has 
increased from 369 to I.. 18b (4?1 baccalaureate and 764 associate degree 
programs). The shift in the locus of nursing education programs 1s 
accentuated by the proliferation^ nursing programs and the more than 
tQub-ling of the number of graduate! from basic nursing programs. (See 
Ptfp^ndix. ) 

Tne demand for college-based nursing education can also be attributed 
to the growing number of diploma graduates who are returning to school for a 

baccalaureate degree in nursing. In addition, aver the past 20 years, there 

{ 

has been a large increase in the number of master's nursing programs ($6 in 
1965 compared with jb4 in 1983) - 

With the hu<ae increase in the number of students ifi nuVsing programs 
fhyted in institutions of niqher education, Medicare dollars do not reflecf\ 
tne developments in nursing education. \ 
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THE IMPACT Of CUTBACKS OX HUH S 1 NG EOUCAT iQH 



Under the prospective payment system, the pressure on hospital 
budgets has greatly intensified* This has, coincided with, and in part has 
been a result of, a 6.3% drop in national hospital occupancy rates and a 
^decrease in the average length of stay for Medicare hospital^ from 9-5 days to 
7.5 days since October 1983- With hospitals bringing in feJer patient care 
dollars, there is growing pressure to save money and generate revenues in 
whatever way they can. 

As. a result, many of the nation's nursing programs located in 
institutions of higher education are faced with the possibility of being 
billed for each nursing student that uses a hospital's clinical facilities. 
Already, nursing schools in Philadelphia' were threatened by one hospital with 
a $100 charge per student for fall 1984. Although the charge has been 
suspended, it raised many concerns wi thin the nursing community. If nursing 
schools are charged these fees, thcVxtra financial burden will either force 
schools to close or to f*«ss the costs along to the student in the form of 
higher tuition or fees* Many nursing schools already operate under severe 
budget cuts and decreased federal funding, aiding this cost would not only be 
a huge financial burden* but would also be a deterrent in terms of student 
recruitment and enrollments- To our knowledge, there is no comparable 
«dvemon£ afoot to charge undergraduate medical students in order to recover 
the cMnicjl casts of medical education. 

NfcEp FOR POLICY CLAR IF ICAHQN AND ADDITIONAL DATA 

Passaqe of the prospective payment system has raised questions 
throughout the nursing conroun 1 ty as' to what should be recognized as allowable 
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direct educational costs for Joint educational programs (i.e., wh*n a hospital 
is used as a clinical site for a nursing program operated fully or in part by 
an institution of higher education). However, controversies in this area are 
not new. in the past, the Provider Reimbursement Review Board (PRRB) held 
tjLt many of the costs associated with joint educational programs should be 
alftowed because the provider is engaging in an educational activity in line 
with Medicare regulations and the programs enhance the quality of care in the 
. hospital, 

On the other hand, the Commissioner of Social Security and the 
Administrator of HCFA have argued that these costs should not be allowed. 
They stated that it was not the legislative nor regulatory intent of 'Medicare 
to pay for educational programs, except when the provider is thW^WfaT*^ 

operator" of the program. 

In a landmark case (St /"John's Hickey Memorial Hospital, Inc. vs 
.Califano), the Seventh Circuit Court of Appeals sided with the PRR8 and * 
' subsequently many of the clinical costs which are part of joint educational . 
programs are now ntcoynized by Medicare- 
Given that these costs are allowed; there has not oeen consistency 
among nurse educators, hospital administrators, and intermediaries -in defini^ 
what they should comprise. For example, ;one hospital that associated with the 
nursing programs of two -educational institutions was able to include in 
Allowable costs the net cost' of maintaining a dormitory for the nursing 
students, \o another case, payments by a hospital to a junior college for the 
support of a nursing education program were not allowed, even though it was 
operated by and under the control of the same organization. There must be 
clarification regarding the definition of allowable direct nursing education 
costs for joint educational programs. • # 
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The need far clarification is closely linked with a second problem-- 
lack of essential data, Estimates of direct nursing educational costs are 
lacking for doth individual hospitals and for national aggregates* For 
example, hospitals have not been in the practice of itemizing the* Medicare 
costs for each of the nursing schools that use the hospital for cl inical 
placements. Nor do hospitals routinely estimate the percentajb of the nursing 
staff's time, salaries and budgets that are indirectly allocated to nursing 
educational costs in either working with or arranging, for nursing students. 
In one hospital study, these unaccounted costs totaled over %? m\ 4 jfTon. 

When f tqures are available (such as the estimate that for 1979 

tt*dic. are spent nearly $135 mi 11 ion for nursing education) , their accuracy must 

he quest toned due to the different interpretations of cost reporting practices 

f 

and the variations in what is ultimately defined as allowable. This could 
result in an underestimate of the nursing educational costs under Medicare. 

Hi H is currently orqanifing j nationwide survey, the results of which 
will help to identify more precisely the existing ways of recognizing and 
handling the direct nursing educational costs.* 1 Once these initial data are 
collected, *e will be in a better position to understand the allocation of 
funds for nursing education, including those from Medicare, We will be 
aliased to share these data with you and your staff. 

Uie final point requiring clarification is the distinction that must 
be mad^ between medial and nurtSnc^ educat ional- proqra'ms insofar as Medicare 
reimbursement is concerned. Medical interns and residents are qraduate 
physicians, salaried by the hospital for the services they provide as part of 
their training. [n contrast, nursing students are placed in hospitals for the 



clinical component of their und^rgraHy^t^ education and their clinical 
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experience is geared primarily towards learning and not towards providing 
services for the Hospitals* Undergraduate medical education also differs from 
nursing in that for the most part, medical education programs follow one 
general model and confer the sane degree- In contrast, preparation for 
nursing education can be obtained through several routes, differing in length 
and setting. 

r 

Hence, the effect on nursing education of a direct pa* #-th rough, or 
of any other financing mechanism, cannot be assumed to be the same as that on 
medical education. Nor can the impact be assumed to be the same for each type 
of nursing program because of the wide variation in the relationships between 
nursing educational institutions and the hospitals which serve as Medicare 
providers. 

HOSPITAL -BASED KURSINS PROGRAMS 

Thensurvivtl of hospital-based nursing educational programs 1s highly 
dependents Medicare dollars. The fiscal restraints that hospitals are 
experiencing has also had an impact on these programs 

Under prospective payment, directors of hospital-based nursing 
programs are concerned that their educational costs might not be fully 

* 

recognued either through the direct pass-through or the indirect adjustment. 
Additionally, most of the costs related to the clinical portion of a 
ho so i ta 1 -based nursing program are recovered by the department where the 
nurses received their clinical experiences, rather than in the nursing school 
cost center. Hence, the costs of these students' education are not identified 
as educational costs for the nursitx; school, but as part of the hospital's 
budget for each department. 
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For hospitals, tht Interpretations of U* nespital-based cost report 
instructions vary widely with respect to the allocation of educational coS^s. 
As a result, providers and intermediaries view nursing educational costs in 
different ways and the Inconsistent treatment of the costs included in the 
nursing school cost center makes it difficult to compare data* 

Finally, with changing trends in nursing education, a number of 
hospital -based programs are contracting with institutions of higher education 
to become single-purpose degree granting institutions that confer associate 
andfcr baccalaureate degrees- The rapidly Increasing number of these programs 
has raised questions regarding the reimbursement of direct costs. There is 
concern as to whether Medicare will reimburse hospitals for the clinical 
expert erctvs of these students. Recently, a nursing program under the auspices 
of both a liberal arts college and a hospital arranged that the salaries for 
the nursing faculty and their support staff be considered a direct nursing 
educational cost, and thereby receive Medicare reimbursement on a pass-through 
basis. However, this case is notT n*cessari ly typical. There are other 
arrangements where educational costs have been disallowed. 




. Host of nursing education funding under Medicare is via the direct 
pass-through. Some of the other xosts fall under the indirect adjustment, 
which 1s a, proxy for the higher costs associated with academic teaching 
facilities. The indirect adjustment, based on a ratio of the number of 
interns and residents to hospital beds, is Intended to cover the extra costs 
of other health professions' education, such as nursing, physical therapy, 
dietary and radiology technicians; academic teaching hospitals; and the more 
severely ill patient mix typically found In teaching hospitals- 
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Insofar ai.the indirect adjustment is based on graduate Judical 
education positions, it does not take Into account the impact of nursing 
education programs. There is hardly any correUtien between the number of 
nursing students' placed 1n a hospital and the number of interns and residents 
ia the same institution* For example, a large metropolitan hospital in New 
York City is affiliated with a Medical school and has as many as 500 nursing 
students using its facilities. The indirect cx>sts of this nursing program are 
covered under the indirect medical expenses. In contrast, many hospitals in 
one rural southwestern state offer clinical placements for at least three 
nursing orograms, as well as programs for other health professionals, while 
#e> having eo formal affiliation with the state's only medical school- These 
hospitals have no^way of recovering the indirect costs of the nursing 
education programs. In fact, there is very little data which identify the 
' indirect costs for nursng education, or tor any of the other allied health 
professionals. 



In summary. Medicare funding for nursing education does not accurately 
reflect the changing trends in nursing education since the enactment of 
Medicare 20 years ago. There is rtead for clarification regarding the direct 
pass-through far joint educational nursing programs and need for an objective 

Approach in dealing with all types of nursing educational programs. Especially 

*i ■ 

ia light of current tost containment efforts under prospective payment , more 
extensive data collection on behalf of both individual providers and HCFA will 
be essentia 1 . * 
On oehalf of the HIH and the ANA, we thank the committee for allowing 
us to present our views. The nursing community is willing tp assist your 
committee in any way me can. 
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APP6M0U 

J 

BASIC M EDUCAT IGftAL PROGRAHS AMD GRADUATES 
1964-65 and 1982-83 



1964-65 1932-33 



Number of Programs J ,182 1,466 

Kuraber of Graduates: ; Total* 34 t 497 . 77,408 

Baccalaureate . 5,376 23,855 

^ Associate Degree 2,510 41,849 

' Diploma 26,611 11,704 



\ 
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Senator Dukknhehuer, Did I hear you say that nursing students 
arc in the hospital netting «ts part of their education, and don't pro- 
vide services while they are there? Is that accurate? 

Dr. Frr/PATRicK, Partially.' 

Senator Dukenberger. Tell us what they do. 

Dr. Fitzpatrick, Nursing students who come from collegiate pro- 
grams are placed in the hospital for clinical practica. In fact, they 
are there for a short number of hours. They are using the environ- 
ment as a setting to apply theoretical knowledge leaqied in the 
classroom. And it is through the vehicle of patient care. Perhaps 75 
percent of that practice time is through the vehicle of patient care. 

Senator Durftnberger. Seventy-five percent of it is — I'm wonder- 
ing what benefit the hospital gets from the presence of these stu- 
dents. ^ * 

Dr. Fitzpatkick. I believe, Mr. Chairman, that it does have an 
impact on their staffing, although we do not have the ckkta to sup- 
port this. It is my observation that staffing patterns cio change 
when students are in an institution. In fact, staff may be pulled off 
units for inservice education activities. There may oe Changes in 
staffing patterns on days when students are present andj caring for 
patients as part of their education. < i 

Senator Durenberger. To carry that one step furtheij, the indi- 
rect medical education adjustment we created to deal! with the 
added costs that might be incurred during graduate education of 
physicians wasn't created to address the extra costs of ot^er educa- 
tion programs. But you raised a point iq your testimony ^nd that is 
to. what extent t^he indirect costs of other educational programs are 
covered in same wa^by this adjustment. Can you give me any ex- 
amples of indirect costs associated with nursing education'} 

Dr. Fit/Patrick. The one that comes to mind immediately is per- 
haps the use of space for conferencing students within the hospital 
facility while students are there for clinical practica. The other one 
that possibly could be considered is the time spent by hospital staff 
in coordinating and assigning various schools to units within the 
hospital for the purpose of student education, 

However, we believe that this is offset by the contributions that 
the students and the faculty are making while they -are in the facil- 
ity. And we have never attached a cost to this or a pricetag to it. 
Certain kinds of consultation are being delivered free from the fac- 
ulty. And as I said, the students are paying tuition to the universi- 
ties for the opportunity to study. 

Senator Dukenberger. Dr. Cohen, let me revisit, your bottom 
line for the colleges of osteopathic medicine. I heard you say ^that 
osteopathy ^has a very substantial contribution to make in this 
country. That it is part of — what I noted here; ana I don't know/ 
whether you actually said it but there is a shifting'to primary care, 
ambulatory settings, that sort of thing. And yet you said, "Don't 
touch the system the way it is now until you have something better 
to replace it with." And my impression of the current system is 
that it is going to continue to produce what £ is producing right 
now. And that the only way it's going to pr™uce more primary 
care professionals and some of these other things that you may 
think we need is if the public health service has specific programs 
or they are pushed in some way. 
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Why wcxuld you want to maintain a reimbursement system that 
continued' that kind of emphasis on specialization in medicine? 

Dr. Cohen. Mr, Chairman, as you said, I recommended keeping 
that system until the facts are in because I would be afraid to 
throw the baby otrt with the bath water. I think that that system 
certainly' has produced for us, a quality educational system. that is 
without peer in the world. * 

What Y think is going to evolve in the last part of this decade 
and perhaps in the early part ofj the next dpc&de, is that competi- 
tion and the competitive forces will prove part of the case that you 
can practice good medicine in a setting where the morbidity and 
mortality isn't any worse than in the traditional settings. I think 
under such a system you are going to find that much health care 
Jn America can be done in ambulatory settings.^We are already 
""moving that way. I don't know Ijl hospital or an area that hasn't 
set up outpatient surgical care ^feniers and various ambulatory 
services. 

Some centers admittedly are fostered by profit. On the other 
hand, I think it has awakened all of us to the fact that good medi- 
cine can be practiced 'in an area outside of the hospital. I think 
that all.of medicine will look at this and eventually lean toward 
greater programming outside -of the hospital. What concerns me is 
that under the current reimbursement we have no real mecha- 
nisms for funding medical educatipn under those circumstances. 
And what iqhumbly suggested is that when changes are made in 
the future, aS I am sure that they wiU be, that some change should 
made in that direction. I think this cbUntrv needs more primary 
care practitioners who are trained in ambulatory settings rather 
than in tertiary care. All do not have to be trained in the most ex- 
pensive type of medicine. 

1 certainly think there ; is a need to continue those tertiary cen- 
ters. 

Senator Durenberger. All right. 

Dr. Chapman, let me ask you, especially with your Vanderbilt 
hat on, to try to address the same kind of question that I raised, 
and 1 raised it in a different form in the last questiomto the previ- 
ous panel: Aren't we educating too much perhaps? Ana now asking 
it in a sort of a different sense. Isn't .there a different f demand out 
there? 

And I don't know where your students are going down there, but 
I do know that in -that part of the country there is an awful lot of 
competition, I'm curious to know your personal views about wheth- 
er or not medical education is keeping up, that is, the educational 
institutions. What they are demanding of their students and what' 
they are pumping into them, and the product they are turning out 
at \hi> end. Is that still relevant to what you'see out in the practice 
of medicine the way it is being practiced in your particular area? 

Dr. Chapman. Senator, 1 believe, if I might 'interpret your ques- 
tion, it's three questions^ What are we doing to change circum- 
stances in a meaningful way that's positive and that we can 
manage 9 Second, what are we doing internal to the individual 
schools that determine that we are at the leading edge of what 
physicians must know 9 And, finally, how dre we determining that 
so that we don't carry forward that which is not needed? 
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Senator Duhkniucmusk. Extremely well put, I hope somebody 
made notes on that. [laughter] 

Dr. Chapman. Weil that was the subject of a faculty meeting, 
[Laughter.] 

I may just provide you the comments of the faculty meeting. It is 
a serious problem for we have 4 marvelous way of carrying forward 
that of the past not needed in the present. 'The comments, earlier 
that you made ar;d that were responded to by the administrative 
representatives are relevant here, 

I can tell you what we are doing: We have a regular program 
that is the core program of the institution. Most but not all faculty 
agree that this is what the students should carry forward with 
them. We have an experimental program. An experimental pro- 
gram is here today and it- can be gdne tomorrow if it is unsuccess- 
ful in the eyes, as in bur case, of .a committee of the faculty. 

We have an innovative parttto the program. And innovative part 
such that the innovative program is different lrom the experimen- 
tal. The innovative program has been through experimental and is 
new. If we put something in the innovative program we have got to 
find something in the regular program that can be reduced at least 
somewhat. And thf*t is where the cheese begins t& bind. Medical 
schools use money and time in the curriculum as the coins of the 
realm. 

When one cuts inlo the regular program, one is cutting into a -set 
of circumstances important to an individual faculty member. 

Now expressly to rtjspond to your question— are jve addressing 
enough or are we addressing it properly when some feel it's too 
much. I think we are. There is more going on right now in medical 
education in the» review of curriculum and in the review of what is 
necessary to be a physician today that I have ever^seen in some 23 
years as one form of dean or another. 

Senator Durenberger. Describe that, if you can, briefly for me. 
And also the roltrthat physicians are playing in that outside of the 
medical faculties. ' 

Dr. Chapman. As recently, I think, as last week or in the preced- 
ing 2 or so weeks, a study was released by the Association of Amer- 
\ba/h Medical Colleges, known as GPEP [graduate and professional 
education of physicians.] This .was the result of a long-term, review 
by medical educators and faculties as to what is the substance of 
•Judical education and how to go about refining that substance so 
it fits better 

Every medical school in the country will be looking at this as.it 
relates' to each. As sooYi as, I think, Wednesday or Thursday of this 
week, the southern deans are meeting in Houston to examine what 
is it in that program that is relevant to us 'and .what do we have 
that is not relevant to it. I think the fundamental principle that 
tju* program of the' school is the function of its faculty is valid. I 
think then? is more going on right now in medical education in re- 
lationship to what is appropriate, what is inappropriate, what is 
too much and what is not enough that I have seen previously. 

Senator Durenberger. Is it going on a[l over the country or is it 
the southern deans or what is it? 
• Dr. Chapman. Well, we don't plan to secede). 
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Senator Durenkekger. Well, it*might be a good idea if you did/ 
[Laughter.] 

You are probably going to put a lo^of the rest of those schools 
out of business. 

Dr. Chapman. This is going , on all over the country. The deans 
• meeting of the group in the South is simply upcoming, and most 
immediately adjacent to the release of the study. 

This,is going on nationwide. The experiments at Harvard with 
reference to the 25 students in their special programs. The expert 
ence at Hopkins. Duke's -experience, Stanford's experience. Those 
are all programs that have the rest of us intensely interested. 

There is another factor and that's the students. Students are 
paying a good bit now to^go to medical school, as we have learned. 
They are becoming rather discriminating in what they get when 
they go. Back in the early part of this century when I went to? med- 
ical school, one was like another. But that isn't th$ case rtow> 
_ Senator Durexbergkk. Can you describe for me, before you 
•finish, the AMA's role iii the accreditation process for medical 
schools and ail that-as it relates to what you have been testifying 
to? ' * * 

, Dr. Chapman. Yes. Accreditation of a medical school is* a volun- 
tary act on the part of the school. The school invites review. The" 
accreditation or the accrediting agency for undergraduate medical 
education is the LCME, fLiaison Committee on Medication Educa- 
tion.] It is liaison because it is a combined group of AAMC repre- 
sentatives and AMA representatives. That group meets to reyiew 
the reports of on site examination of the program,' students, and 
faculty of every medical school in the country on a periodic basis. 

The reports of the site visitors are reviewed by the LCME. The 
LOME takes action to provide accreditation for a particular period 
of time. The maximum period is 10 years. ,The minimum period is a 
matter of weeks or months. 

Senator Durenberger. Well, we are going to have to keep 
moving. I just want to indicate to all of you mid the associations 
that you represent that we need you a lot for the next hearing. 
Each of you comes from a slightly different perspective here, but 
you are the consumers of th&sprjducts of these institutions that we 
have been talking about, anas you are also the. people tljat.the ^ 
American people are looking to to Satisfy their particular , needs." So *V 
when we get to viewing this system from the standpoint of what 
the consumer needs and is getting, we are going to need to hear 
from all of you again*. 

So I appreciate very much the help you trave been to us today, 
and look forward to your testimony the next time. , 

Thank you very much. ; 

Senator Durknbkrger. The final panel consists of: David L. Ever-, 
hart, president, Northwestern Memorial Hospital, Chicago, IL, on 
behalf of the American Hospital, Association; and Richard J.. Minor, 
president of the Grandview Hospital of Dayton, OH, on behalf of 
the American Osteopathic Hospital Association, 
Gentlemen, I thank you for your patience. : ^ 

I now have both of your statements in hand. 1 have had a chance * 
to read Dave's, but I gueSs, Bob, yours got in Jate or somethihg and 
I didn't have a chance to read it. But both of the written states 
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me'nUi mil be made part of the record- You may preyed to summa- 
rize tHem in any way, including, since you have been here foe the 
last 2 hours and 2() minutes, any specific comments you may want 
to have from- your own particular view, looking at it from the users 
of some part of this system. You may react to-some of the.questions 
that I have raised or some of the comments that have been made' 
by some of the previous' witnesses. r • • 

* " And, Dave, let me say your reputation has preceded you for some 
reason around here. And we are looking forward to great things 
from yoia in your 10-minute presentation;. 1 • , 

STATEMENT OF JMVID L. EVERII ART, PRESIDENT, NORTHWEST- 
" ERN MEMORIAL HOSPITAL, CHICAGO, IL, ON BEHALF OF THE 
AMERICAN HOSPITAL ASSOCIATION, WASHINGTON, DC 

Mr. Evekhart. Well thiink you, Mr. Chairman. I'm Daye Ever- 
hart president of the Northwestern Memorial Hospital. It is a 950- 
,bed. teaching hospital in Chicago, IU Parenthetically, thi purveyor 
of f ,medicai cafe services to the Chicago Cubs.- I thought I would 
throw that in-' * ■ * 

' I'm pleased Uo^fe here this afternoon on behalf of the American 
Hospital Association to.present its views, on the financing of gradu- 
ate medical education. .' 9 * • v 

And with ytfur permission, I am going to shorten this' planta- 
tion somewhat in rhe event you might have some questions. y6u 
wouicf like to throw at m.e. • 

Senator PurknbergER. You are the one that gave me the notion 
'here that it's' important to recognize that the costs of training ;are 
absorbed^not by the communities in which they eventually are lo- 
cated, tut by communities and institutions where the** physicians 

'0*ain. . '- i 

Mr. Evkrh art. Right. •' . 

Senator Durenberger. Can you start right witfi that/ 
Mr. EVEBHART. Why dori\ I just give you my formal presenta- 
tion'.' % , 
Senator, Duren berg er. All rijjht. .. % 

Mr. Kverhart. They paid me to come from Chicago to do that. 

, [Laughter'.) :'' - ' 

Paid mv k 'expenses, excuse me. [Laughter.) • 
Actually, they may' not do that after this performance. 
Senator Durknbkrger. But fhey will get you back, in timejd^the 
game' tomorrow. ' - a «. • 

Mr. Everhart:. Right. Absolutely. * , ** • ? 

In eVonorrtic terms, graduate medical.' education is a hospital 
product, along with patient care. in. practical terms, it's difficult* to 
'differentiate between those costs associated with education and 
those costs associated with patient care. * • t 

Medical education makes a substantial contribution both t*> pa- 
tients treated in teaching hospitals and, obviously Jto society. Be- 
. cause of their traditional educatiqnai mission, fteachini hospitals 
have access to the most recent medical knowledge and technology, 



and to< the hnuuieHt array of medical specialists. Consequently, 
teaching hospitals have become institutions to which the most se- 
verely ill patients and those with the most baffling conditions are 
referred. 

% - Many if the most significant advances in medical practice and 
UVhnohfgy can he trace^to ^teaching hospitals. Moreover, teaching 
institutions are the primary facilities where physicians who even- 
tually practice in communities of other hospitals across the country 

"receive their most intensive clinical training. 

It's too' soon to determine if the policies adopted by Congress in 
1983 will appropriately compensate for the cost of graduate medi- 
cal education in the more complex and severely ill case mix' of 
teaching hospitals. Because many teaching hospitals have been op- 
erating under the DRG system for less than 3 months, they have 
not been able to assess the financial impact of the new system on 
their institutions. 

While 'it appears that current policies are working rdfesonably 
well at this preliminary stage, several problems have surfaced that 
are outlined in our written statement. 

The AAHA believes Medicare payment' policies for tlie cost of 
graduate medical education should be guided by several basic prin- 
ciples. First, Medicare, as any other payer, should pay its propor- 
tionate share of both direct and indirect cost of medical education. 
Unless Medicare and the other payers recognize this responsibility, 
teaching hospitals will not be able to compete effectively in an in- 
creasingly competitive market. In fulfilling this responsibility, it 
must be nrecognized this contribution will be vital in determining 
the overall- level of support for medical education in this country. 

Second, Medicare policy should recognize the value of medical 
education to patients, Medicare beneficiaries and the pulblic at 
large. Failure to adequately support these institutions will serious- 
ly jeopardize continued progress in medical science and practice. 

Third, Medicare policies should recognise that at least* 'some of 
the costs associated with graduate medical education cannot be 
easily identified Every effort should be made to more adequately 

.account for the real differences in hospital case mix in refining the 
DRG system. 

And, fl&urth. Medicare policy should not produce unfair shifts in 
the'distnbutton of revenues among hospitals. While some realloca- 
tion may bv appropriate, it should reflect differences in efficiency 
and not differences in the types of patients treated in different hos- 
pitals. Major reallocations .are likely to be the result of imperfect 
knowledge or data* and will be highly unstable as the quality of 
data- improves'. 

Mr. Chairman, hospitals with graduate medical education pro- 
grams play a pivotal role 'in the training of physicians and in ex- 
ploring the frontiers of medical research. Moreover, these institu- 
tions provide highly sophisticated health care services. Providing 
-proper planning and financing for graduate medical education is ' 
crucial to .maintaining the highest quality health care in this 
Natiop. v 
. We look forward to working with you and with the subcommittee 
in developing a fair and equitable policy that addresses these 
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issues. Obviously, I would be glad to try ta answer some of your 
questions. 

Senator Dureneerger. Thank you very much. 

[The prepared written statement of Mr, Everhart follows:] 
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STATBCNT OF THE AFRICAN HOSPITAL ASSOCIATION 
> BEFORE THE SUBCOMITTEF HEALTH 
OF THE CCKMITTEE ON FINANCE 
ON FINANCING >C£ICAL EDUCATION 

October l t 29tf4 

Though one of jthe orimary purposes of t etching hospitals is to train 
physicians, thVse*i nst i tutions also play other important roles in the health 
care deli very* sys tea, serving as referral and tertiary care centers in which 
the most difficult medical cases and most severely ill patients are treated. 
Therefore, costs in teaching hospitals are consistently higher than in their " 
non-teaching counterparts. Other reasons for higher costs associated with 
these institutions include: the direct costs of educational piOgraas; case-mix 
differences not reflected in diagnosis- related groups (DAGj>); the effect of 
educational programs on length of stay and ancillary services utilization; and 
the availability of hi'ghlyjSpecialiaed services not found in nop- teaching 
community hospitals. * 

A policy on Medicare payment for graduate medical education should be based on 

four principles: 

• 'as any other payer, Medicare should contribute its proportionate 
share of the costs of graduate aedical education; 

t Medicare should recognize the value of graduate Medical education to 
Medicare patients as well as to the public at large; 

• Medicare should recognize that Mt least some oH the costs associated 
with graduate- medical educatioifzannot be identified; and 

9 Medicare payment policies that recognize costs associated with 

graduate medical education should net produce radical shifts in the 
distribution of revenues among hospitals* 

% 

Policies that are not consistent with these principles could lead to 
potentially serious reductions in the services that are available to patients, 
Mrduace beneficiaries, and the general public 
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LNTkODOCTION 

Mr, Chairman, I a* David Everhart, presided of the Northwestern Memorial 
HospU* 1, 4 947-bed teaching hospital in Chicago, Illinois, that is affiliated ' 
with Northwestern University Medical School. I ax pleased to be here on 
behalf of the American Hospital Association (AHA) to present its views on 
financing graduate aedical education. The Association represents over 6,100 
member hcteitals and health care institutions, as well as aore than SS.QGG 
personal weavers- 

The coMHittee has indicated that it would like to address tiiree issues: 

• the adequacy and appropriateness of Medicare's current payment* 

policies in regard to the recognition of graduate aedical 
education costs; 



the potential, or actual, problems with and benefits of 
Medicare's current policies; and 

i 

the objectives that should guide Medicare's policies on payment 
for the costs of graduate aedical education. 



An understaikdir^ or the nature of graduate medical education costs is 
essential it we are to properly address these issues. In economic tenas, 
graduate* medical education is a hospital product, along with patient care. In 
practical terms, it is difficult to differentiate between those costs 
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associated with education ami costs Associated with patient cart. Because 
patient care and educational costs are inseparable. Medicare traditionally has 
reimbursed for costs associated with graduate medical education as well as for 
patient care costs. This policy is both' a practical necessity and, sore 
important, appropriate from the perspective of the public interest. As we 
*move toward a fully implemented prospective pricing system, it will be 
important t^hat we not interrupt funding for educational activities, and 
recognize that the Medicare payment system influences the determination of- 
appropriate levels of Medical training. 

. ' / ^ 

. \ 

CONTRIBUTION OF- MEDICAL EDUCATION ' 

i 

Medical education makes a substantial contribution both to patients treated in 
, teaching hospitals and to society. Because of their educational Mission, 
teaching hospitals have act ess to the moat recent medical knowledge and 
technology and the broadest array of medical' specialists. Consequently, 
teaching hospitals have become institutions in which the most severely ill 
patients, and to which the patients with the most baffling conditions "are 
referred. Many of the most significant advances |n medical practice and 
technology can be traced to teaching hospitals. Moreover /teaching 
institutions are^ the primary facilities where physiciansywho eventually'' 
practice in communities and other hospitals across the country receive their 
most intensive clinical training. It is important to recognize that the costs - 
ot this training are absorbed not by the communities in which physicians 
* eventually locate, but by the communities and the institutions in which the' 
physician trains. 
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COSTS OF tCBlCAL EDUCATION 

For aany years, researchers, hospital administrators, and those involved in. 

the development of health policy have attempted to identify and isolate the 

"costs" of graduate medical education. Clearly, costs in teaching hospitals 

are consistently higher than in non-teachii* hospitals* Part of that 

difference can be readily identified as stipends for interns and residents, 
t t 

and wages and salaries for faculty. But, after accounting for these costs, 

* 

substantial .differences reaain. The factors that contribute to this 
discrepancy include: 
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« loiter lengths of stay, Mora intensive use of ancillary services, and 
higher staffing levels resulting from the. training of interns and 
residents; 

loiter lengths of stay, acre intensive use of ancillary services, and 

higher staffing levels resulting from differences in the «ix of 
• ■ « * 

patients treated in teaching versus non-teaching hospitals; 



differences in die apparent "efficiency' 1 with which special unit and 

S i 

regionalized resources are used- -tor example, "idle" tiae or 
"standby" capacity for particular technologies; and 



differences m wages "and prices paid tor o.ther resources steaming' - 
turn ^reatrr skill levels or location. 
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Most of these factors are related to differences between the case Mixes of 
teaching hospitals and n on- teaching community hospitals. Though the DRG 
system currently used by the Medicare program is intended to Measure 
differences in case-mix, substantial evidence is accumulating that many 
case^mix differences are not reflected in DRGs« Until these variatons can be 
measured, it will be difficult, if not virtually impossible, to accurately 
pinpoint the costs of graduate medical education. 




CURRENT MEDICARE POLICY 



The costs ot graduate medical education are treated in two separate components 
under current Medicare policy: direct costs and indirec^ costs, direct costs 
include the salaries and stipends of faculty and house staff enrolled^ 
residency training programs, as well as the overhead costs associated 
these programs. Indirect costs include the higher patient care costs that 
result ffflm residency training ,' such as longer hospital stays, more intensive 
use of ancillary services, and higher staffing levels. The adjustment for 
• indirect medical education costs is designed to cover these costs as well as 
other costs that are not fully compensated by the DRG system. 



fch«>n i.ongrpss designed the prospective pricing system, both the direct and the 
indirect cost s ot medical educat io% were recognized. Medicare's share of the 
■ hrett costs' is reimbiysed to flhe hospital, and a «^cial allowance based on 
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the relative size of the hospital's teaching program ^provides reimbursement 
for Che indirect costs. The direct education cost pass-through is relatively 
well established and appears to adequately recognise t&c direct costs of 
graduate radical education, as' it has for the past 10 years. The indirect 
education Allowance is mere troublesome. 

In implementing the system of cost-per-case limits created by the Tax Equity 
and Fiscal Responsibility Act of 1982, the Health Care Financing 

Administration (HCPA) estimated that costs increased by 6.06 percent "fox each 
increment of 0.1 in the ret it? of interns and residents to beds. In other 
words, NCFA estimated that costs in a 500-bed hospital* that had 50 interns and 
residents would be 6,06 percent higher than in a non-teaching hospital. This 
adjustment was part of tae Administration's original proposal for a Medicare 
prospective pricing system: the ORG prices paid to a teaching hospital would 
have been raised b/5.8 percent for each increment of 0,1 in the ratio of 
interns and residents to beds. 

A Congressional Budget Office (CBO) analysis of this proposal, however, 
\ndrcated that such an adjustment would be inadequate, and that most teaching 
ho spirals would have operated at a loss under this system unless substantial 
♦reductions in costs were achieved. Two key points vere raised by CBC's 
analysis: , ' ' 

• the tughet costs of teaching hospitals were the result of a higher 
Level of severity of illness among the patients trm gte^ in those 
institutions—differences that the ElkG system did not adequately 

ret lec t ; and 



o 

ir 



187 



183 



• Lb* reduction in costs that would be required to. operate under the 
Administration 1 % proposal would result in the elimination of sany 
needed specialty services. * 

# 

The solution adopted by Congress to address this problem was to x double the 

•1 ' Q 

indirect education factor proposed by the Administration and to establish 
separate .price schedules Cor urban and , rural hospitals. The doubling of the 
indirect education factor substantially reduced the penalty that teaching 
hospitals would have suffered, making the adoption of uniform-national pricing 
appear wore feasible. 



ASSESStCNT OF CURRENT .POLICIES* H 

It is too soon to determine if the policies a4opted by Congress in 19S3 will 
appropriately compensate for the costs of both gradua^ifeic^ education and 
the *ore temple x and severely ill case-mix of teaching hospitals. Because 
many teaching hospitals have, been operating under the ORG system for less 'than 
three aonths s , they have not yet been able to assess the financial impact of 
the new system on their institutions. 

While it appears that current policies are working reasonably well at this 
preliminary stage, several problems have surfaced. 
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Although relatively few teaching hospitals are located id rural 
areas, those few are heavily penalized fey Medicare's urban/rural 
price differences despite the indirect education factor. This 
arbitrary penalty stems from the typical rural hospital's operating 
SO or fewer beds and not offering the comprehensive scope of services 
found in a teaching facility.. In fact, many small, rural hospitals 
depend on rural teaching hospitals as a source of care for patients 
who require referral for specialized services. Provisions of the 
recently enacted Deficit Reduction Act of 1984, P.L.98-3o9, attempt 
to address this issue and should solve many of these problems. 

Because a substantial part of the teaching adjustment stems from 
case-mix differences not reflected by DRGs, teaching hospitals with 
high severity levels, but relatively small teaching programs, are not 
adequately compensated the current policy* Moreover, non-teaching 
institutions that serve as ref#rral hospitals and treat severely ill 
patients, and have case aixes comparable to those of their teaching 
-counterparts, do not benefit from the education adjustment. 
Therefore, these hospitals receive unfairly low payments for not 
having educational programs. # 
*« ' ' * 

The teaching factor is based on yie costs- of an "average" teaching 
hospital. Those hospitals wrth education programs or hospital case W 
9>ixrs that differ substantially from the "average ,r teaching * 
hospital's will receive an adjustment that does not necessarily 
. reflect their legitimate costs. 
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OBJECTIVES FOR EDUCATION POLICIES * 

. v • $ 
* The AHA believes Medicare payment policies for the cost of graduate medical 

education programs should be guided by several principles: 

i ^ • ■ ' "■ 1 

t - First, Medicare, as any other payer, should pay 'its proportionate . 
share of both direct and indirect Medical education costs. Unless 
Medicare and other payers' recognize this responsibility! teaching - ■« 
hospitals will not be able to compete effectively in an increasingly 
competitive market. In fulf illing this responsibility, it must be 
recognixed that this contribution will be vital £n determining the 
overall level of support for graduate medical education }n this 
country. ' 

• Second, Medicare policies should recognize the value bf graduate 

medical education to patients. Medicare beneficiaries, and the public 
dt large. Academic medical centers are the institutions where new 
technology is developed and often serve to diffuse new medical 
knowledge throughout the country. Failure td adequately support " 
these institutions will serious-iy jeopardize, continued progress in 

• N , »edic*r^ science and practice. ' 

1 0 - I 
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• Third, Medicare policies should recognize that at lefast see* of the 
costs associated with graduate sedical education cannot be easily 
identified. . Every effort should be made to ©ore adequately account 

* . for real differences in hospital case-aix in refining; the DRG system, 

• fourth, Modica|# policies should not praXSce unfair shifts in the 
distribution of revenues aaong uosjjittfls. While some reallocation 
my be appropriate— it should reflect differences in efficiency and 
not differences in th eivjes of patients treated in different 
hospitals. Major reallocations, however, are likely to be -the result 
of imperfect knowledge or data, and will be highly unstable as the 

, N . / quality ot data improves. i 

• • , f . . • '. . 

If these principles ans not kept in Bind as the effects of current policies 

i • j 
s^are evaluited, the consequence nay well bo the denial of certain costly, but 



valuable, services to aahy coswunUiis. 



CONCLUSION 

fiospitais with graduate Medical education programs play a pivotal role^in the 
training of physicians and in exploring the frontiers of aedicai research. 
Moroever, these institutions provide highly sophisticated health care services 
to patients, Medicare benef i caries, and the general public. Providing proper * 
financing for graduate medical education is crucial to Maintaining the highest 

qualify health care in this nation. The Association looks forward to working 

o 

with this subcefsa; t tre in developing a fair and eqtti table policy that 
addresses the issues we have outlined. 



\ 
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STATE MKXT OF RICHARD J.^fNUK, PRESIDENT OF THE GRAND- 
VIEW HOSPITAL, DAYTON, OH,i)N BEHALF OF THE AMERICAN 
OSTEOPATHIC HOSPITAL ASSXK^I ATf OlSf t WASHINGTON, DiJ * 

Senator DyweiyBE^GEK, Mr. Minor, welcome. > 

Mr. MiKd»rj|iiank you, Mr.' Chairman. ■ " , , 

I'm Richard Josiph Minor* president and chieT^ executive officer 
of Grandview Hospital, a 452-bed osteopathic teaching hospital in 
Dayton, OH, not too far from Chicagq. I'm also president and chief 
executive officer of GrandCor, pur -pafQpt holding company. > 

Currently, I'm chairman of the American Osteopathic Hospital 
Association's Committee on Hospitals with Teaching Programs. Ac- 
companying me in the audience is Mr, Martin A, Wail, vice presi- 
dent of government affairs for the American . Osteopathic Hospital 
Association. : . ■ - , ... 

In {ftftt capacity,; 1 afn here speaking for the American Osteo- 
pathic Hospital Association today. I would Uke to thank you, Mr: 
Chairman, for. giving us that opportunity /and I promise to keep, 
my remarks short. -V 

I'm going to try, to summarize some of the important points that 
are contained in our testimony. s . < • 

The American Osteopathic Hospital .Association considers th$ 
treatment of medical education under Medicare as top public policy 
priority , , v v . , 

, If major changes we.r4> to be. made in that, we feel that it might, 
have an adverse effect the teaching programs feet aside for the 
osteopathic profession. And we r consider the osteopathic profession 
the only comprehensive alternative. medical system available to the 
American consumer today. ' . 

You have heard Dr. Cohen talk about the osteopathic medical' 
education model earlier so t Won't repeat that- However, we feel its 
distinction in several ways. The rn^ss majority of our teacHing hos- 
pitals are relatively small community institpf ion?. OnIy-4 of the 15 
medical colleges offer* operating hospitals. Ail osteopathic hospitals 
of more than 200 beds are- teaching- institutions. And 7(1 percent of 
those between 100 and 199 beds have teaching programs Of our 
,200 hospitals, 111 are teacni^g hospitals. ' . 

. These community programs are producing mostly primary care 
physicians. You have probably in previous hearing^ heard how 
many family practitioners or general practitioners the osteopathic 
profe^ftn has generated over the years. They did it- before the 
word popular! ■ . V 

As was observed earlier today, these physicians are going tp bfc 
the first $tep for the care of an aging population which is expected 
to expand^onsideijfibly in the years to come. ■. . • . 

Our jShysicians are ^practicing hands-on or wholistic care. Now 
nearly half of our physicians are in communities of less than 50,000 
population. Thus, osteopathic medical education is producing physi- 
cians that fittieral policy advocates.' 

The hnndPon aspect of the education extends down to the clini- 
cal clerk level also. Although a$ you heard earlifir today in t^stimo-' 
ny, that has not been included in th^ current method of 1 reimfrur^e- , 
ment. ' . 
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While it's too early to judge finally the. Medicare-prospective ^ 
^fcent system overall, we are facing some, very realistid problei 
*hat are associated with that. We hav6 all experienced drops ... 
census, reduced lengths of stay, increasing outpatient activities. It's 
affecting ou^ hospitals ability to meet increasing demands for med- 
ical education needs.. 

We have all heard about the iatern crunch which is supposedly 
upon us. We have been approached by the various schools to, ip 
effect, accept more interns. As on* of the panelists observed today, 
"\ere is a negotiation and an act of negotiation going pn between 
e management of the institution and the directors of medical 
ucation or the deans of the various departments. There is not a 
lly-niily movement to increase tjiose 'programs without consider- 
1 thought and foresight. 
je.AOHA supports the current payment mechanism for gradu- 
Ut$ medical education and urges that any changes await studies * 
which are already underway. Under any policy*change$ such as a / 
WJrant mechanism^ we would urge that the grincipte of separate but 
/equal for the osteopathic profession be preserved as it is in the 
presenfcertiflcate of need legislation. * / 

We also urge that the type of physician that we art training, the 
general practitioner and primary care physicians, ie Considered in - 
any. policy scenario. And we are really confident (that that will be - 
done. * 1 . * 

We pledge our data and assistance in participation with this^ 
committee in its endeavors. * % 

+ Thank you for the Bf5fcor*tunity to present our views. 
' Senator Durenberger. Thank you very ftiuch, 

[The prepared written statement of Mr. Minor follows:} • s 




\ 
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Introduction y ';• 

Hr. Chairman, X am. Richard ij, kinor, Priaidant, Grandvi.aw 
Hospital, Dayton, Ohio, a 452 bad- oataopathi^c teaching hoapitalV 
I aa alao Chiaf Xxecutdve pfkifwr of SrandCor (Gran^viaw ■ ■ * 
Hospital 1 » parent organisation") , aa wall aa tha currant Chairman 
of tha American Osteopathic* Boapital Aaeociatioa'e C^GHA's) 
Coaaittee on Hospitals with Teaching Programs. Today i aa 
speaking on behalf of tha AOHA, tha national organisation 
representing the aort than ^00 osteopathic hospital a in tiim Unite< 
States Accompanying aa is Martin A. Wail, AOHA 1 a vice *reeident 
for Government Affair*. * , 
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It is my pleasure to be with you today to present -the osteopathic 

hospital perspective on inuti pertaining to medical education - 
the most critical policy area facing our profession*- 

Osteopathic Hospital Profile 

r , 

Osteopathic horepitals serve as the primary- institutional ^cartf/ 

facilities for those individual consumers who choose to receive 

their care from the 21,600 practicing osteopathic physicians in* % 

the United States, Osteopathic hospitals have nearly 25,000 beds' 

available and in 1983, treated about 845,000 inpatients ana nearly 

4 Billion outpatients. In.tThis era of competition, osteopathic * 

medicine represents the only Recognized comprehensive alternative 
• a 

to traditional medical Jcare . 

t 

Our institutions and medical profession emphasise wellness anS 
preventive care resulting in a "patient oriented 0 approach" to 
medical^ treatment- Osteopathic hospitals provide a health care 
choice to the American people based on a distinctive medical ^ 
philosophy offering patients a persofcalixed, wholistie, "hands* on" 
approach- With many of our hospitals located in rurai and 
semi-rural areas, and with nearly half of our institutions having 
less than 100 beds- and 80% having less than 200 'beds , the 1 
osteopathic hospital profile reflects a very special community 
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orientation*. The fact that nearly 90% of practicing osteopathic* 
phy»icians deliver primary care with half practicing in 
communitiee of la«s than 50,000 persons, ia further evidence that 
our profession is on tha cutting edgs of cossau^iity /health car a 4 
needs. With this backdrop, it ia our pleasure to convey to tha 
Subcommittee tha* tranda we see developing in oataopathic teaching 
hospitals; a description of the oataopathic model; an explanation 
of, the vital role medical education plays in our hospitals; and, 
the effecta of current Medicare policy on the oataopathic teaching 
institution, We will alao preaent our evolving thoughts on 
options under consideration in the federal policy arena. 

The Osteopathic Teaching Hospital . 

■^ha training of tomorrow's general practitioner a and family 
physiciane is a top priority for oataopathic hospitals. Federal 
policy regarding the treatment of medical education costs was the 
Association's major policy concern during the deliberations on 
Medicare prospective ps^ment and continues to be today. The 
reason for thie ia evident when examining the role' osteopathic 
hospitals play in training osteopathic physicians. Of the 200 

osteopathic hospitals in the United States, 111 are osteopathic 

...» «* 

teaching institutions. The overwhelming majority. of our teaching 
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hospital* are coeauinity facilities and not academic health 
centers. ^In fact, all of our coanunity hospitals with 200 - 299 M 
bads ara taaching institutions, while 70% with 100 - ISp bads jjavi 
teaching programs* Only four of tha fiftean osteopathic aedical 
colleges, currently oparata taaching hospitals* 

Whan considering policy regarding tha financing of udical 

* 

0 

education undar Hsdicere, AOHA believes that tha naads of tha 
smaller coswunity hospital with a taaching amphaaii should be 
reflected. 

The» Osteppat hie Teaching Model V 

ft 

The ostaopathic taaching hospital role in training general 
practitioners and specialists begins during the ostaopathic 
medical stetient 1 s undergraduate, training. Our educational model 
stresses clinical exposure through externships and clinical 
alerkships* This type of hands on clinical education is an 
sssential ingredient to train the osteopathic physician: As 
recent news -reports have indicated, traditional Medical education* 
is being criticizsd for not emphasising "hands on" exposure, 
unfortunately, current federal policy ia already having a negative 
impact on the further development of these needed clinical 
experiences. The Health Care Financing Administration has defined 
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euoh clinical training of students enrolled in medical education 
programs as a normal operating expenditure of hospitals. Thus, 
the funding of auch undergraduate clinical clerkahip* must be 
aupportad directly fro» the prospective payment rates. With the 
census dropping in oataopathic hoapitala nationwide, and preasurea 
to curtail certain aervicea growing, our institutions are finding 
it increaaingly difficult to support these essential undergraduate 
medical programs. 

X 

« 

The oataopathic hoapital has traditionally had primary responsi- 
bility for conduct of internships and residencies. Under the 
osteopathic graduate medical education modal, all oataopathic 
phyaiciana must engage in a one-year rotating internahip during 
which they receive clinical exposure in a multitude of medical 
areas. This builda the /oundation for the general 'practitioner - 
the backbone of the osteopathic profession. Completion of the 
rotating internship allows an osteopathic phyaician* to practice 
.general medicine under all federal statutea and all state statutes 
\ritth tVe exception of New Hampshire, where two years of 

post-graduate training is required for all physicians. 

• * 
* 

Residency training, especially in the primary care specialties, is 
playing an increasingly important role in our teaching hospitals. 
While our general practice model consists of a one-year rotating 
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internship foli'owed by a one-year residency , other Specialties 
require from two{ to six years additional training. The average 
length of osteopathic residency programs is 2 . 5 years, 

l • * . •■ 

There are currently 1 # 408 approved osteopathic intern positions 
and 1,688 approved residency training positions. These positions 
are approved by the Bureau of Professional Education of the • 
AaaricazV -Osteopathic Association (AOAK^the accrediting ar» of our 
profession. * 



■ * *v ■ 

The 'Intern 'Crunch* ^ 

The osteopethic profession is now facing a crisis regarding the 
long term ability of our osteopathic teaching* hospitals to provide 
the necessary intern and residency programs needed for our new . 
physicians.* Our hospital system is not growing and, in fact, will 
likely be reconfigured as the pressures of Medicare and other 
financing 'programs take further hold. Osteopathic hospitals are - 
faced with the dilexma of reacting quickly to external demands to 
constrain programs while meeting an increasing demaad to train 
needed osteopathic physicians. This has resulted in an intern 
"crunch" in our hospitals. 
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Historically,, about 6-71 of AOA approved intern positions 
nationally remain unfunded in our hospitals. In 1984, that figure 
has reached 13% due to declining census, shorter lengths of stay, 
a shift toward ambulatory services and concerns about future 
funding. Qur profession is attempting to w£rk out these problems 
within the dsteopethic family, but the 'options are limited. 
Obviously, any federal or state policy initiatives that limi^ 
payment for teaching purposes will further exacerbate our 
problems. . « 

• I . • ' * ' 1 

Current Fsderaj^ Policy \ 



Uii0*r the present Medicare prospective payment law, osteopathic 
teaching hospitals are treated no differently than other teaching 
hospitals. It is really too fariy to fully evaluate how the 
current payment system is working in our hospitals, however, the 
effect on graduate medical education is being felt. In order to^ 
remjjln competitive, it is becoming increasingly difficult to , 
'provide quality internship programs with a significantly reduamd 
qensus and an inadequate case loadj^for teaching purposes. 

. "• * 1 ' > 

« V 

The Association continues to support the exclusion of direct 
medical education expenses frosa the prospective payment systen >iad 
thp additional payaant for indirect educatios expenses. We 
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,believe that this adjustment is still seeded for the saste reasons 
that the Congress saw fit to include it when enacting the 

4 

prospective' payment system. Tests and procedures ordered by 
interns and 'residents, the demands placed on other staff as they 
participate in the educatidft process f and other related expenses 

continue to be legitimate costs* 

i 

t m 

AOUA believes that any change in federal policy should awajlt 

> * 
further study. Hopefully, the five-year federally funded study of 

the cost of graduate medical education currently underway will "be 

helpful in evaluating these issues. One question the study may 

i \ ' ' ' 

answer* is how well current case mix indexes measure the severity 

or intensity of cases treated in teaching hospitals. While 

severity of, cases should be a factor in determining whether 

teaching hospitals should be treated differently under any payment 

system ,^w« do not believe it should be the only criterion. Our 

hospitals are community institutions, -and ninety percent of our 

physicians are being trained in primary care. Federal policy 

emphasizes the need for primary care physicians. We feel the 

training we are providing ^inconsistent with that aim and should 

be reflected in any formula for payment to teaching hospitals. v 

f 
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' PtriP<ctivtg on Potential Policy Qpti6ns 

\ ' K ■ • 

Mr, Chairman, during this e^rly examination of possible 

. alternatives to thm currant reimbursement formula for, graduate 

medical education, AOKA would like to oatfer'our preliminary 

perspectives on aevaral genaral policy thrusts that have been 

discussed and debated informally. We realise thet no formal 

proposals have been introduced cfc reviewed by the Subcommittee. 

One alternative to the current payment system Is. the 'establishment 

of a 'medical education grant program; possibly' in tne form of a 
block grant to states. Under this concept, states would receive 
an. allocation of -money phased, on trie number of filled intern and' 
residency positions at hospitals^* Stater would disseminate the ' 
bulk of funding directly to hospitals basedt on the number of 
training positions available. From the osteopathic hospital 
teaching' perspective, the great disadvantage to this approach ^ 
the fact that our hospitals 'have. a relatively small number of 
training slots. This could* present a serious problem to such 
hospitals if the £ sise of a hospital program was -the basic factors 
considered in determining payment. -We are also' concerned th^t 
politic* could play a large part at the state level in ^determining 
which Searching hospitals 5 , would get grants. We would urge that the > 
established federal principle recognising that the needs' of 
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' ** - ** * 

osteopathic hospitals be considered on. m separate but egual basis 
be a fundamental aspect of any Such program. This principle is a 
component of the certif i cat e-Qf -need program and requires 
proposals of osteopathic hospitals to be judged solely on the^ need 
for osteopathic services and facilities in- a given coaaunityl 

Another scenario would be to Fund Medical education programs 
through tax revenues. It could be argued that this is a fair 
approach since all tax payers would be subsidizing xaedical 
education. However, this would necessitate the acceptance of the 
pririciple that the country as a whole would be willing to accept # 
the .training of physicians as a national need. Agfein, politics 
could play a part in such an approach especially inflight of 
, shifting moods regarding tax policy K * 

Another proposal would utilise a professional peer review process 
to award federal .funds for Medical^ education activities. The key 

for osteopathic teaching hospitals under this notion would be the 
identified criteria utilized in deciding which hospitals receive 
federal funding. Again, we feel there slight be a built-in bias 
agaipst the osteopathic teaching hospital in. favor of the'larger, 
academic institution. Our hospitals would need to be assured £hat 
our applications would be treated in a distinct fashion ana" in 
terms of the need for osteopathic services. 
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Conclusion 

Mr, Chairwn, the American Osteopathic Hospital Association 
understands that this hearing is a preliminary view of the overall 
issues facing pedicel education under Medicare. We urge that the 
osteopathic training^ model be considered in any future 
deliberations on tw/ie critical issues/ We strongly feel that our 
teaching programs are producing the types of physicians that this 
country needs. The emphasis on primary care and providing service* 
in medically underserved areas is a historical role of the 
osteopathic teaching hospital. We hope the Subcosnittee will 
continue to consider how our alternative medical system is 
providing a real health care choice^f or the American people. 



We thank you again very much for the opportunity to present our 
perspectives on this^Sfitical issue. - * 
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% * Senator Du K kn kkrg KR . On page 7 of your testimony, Mr. Minor, 
I noted that Ki percerit of your approved fnprn positions are tin* 
funded* I wondef if you could- exmain that a- little further. Do your k 
institutions* not receive payment ,for stipends and galaries^and so 
forth that result from internship? ■ , • • 

Mr. Minor. No, we do. ItVt^ie question of the intern crunch and- 
an increasing demand for positions. And there have been several 
institutions in the profession— I probably shouldn't say several. It 
would be more accurate if I sfrbuld say a couple — which have made 
the decision to discontinue their -medical education programs -^be- 
cause of the economic environuierft>thak t^ev feel ttiey faco. And as 
a ^result of that, with the increasing numbers of interns corping, 
onto the marketplace^ and with a couple of institutions. ceasing to 
participate, institutions such £S ours are^jsked to fexpand tbsij pro- 
grams. And some 1 are declining to" do so Tor a Variety of reasons. 

Am^thatM^aves unfunded positions. , ■ . . 

* Senator Durenberger, You don't, I take it, therl have the $ame 
sort of claim to high intensity in^the patient care requirement^ > 
your teaching institutions that w^ would hear from Mr. Etfecgtfrt 
and some of the other hospitals. 1 

Mr. Minor. Well, there might be two observations oh that, Mr. • 
Chairman. One is that in the smaflpr hospitals, you will probably 
see a trend to keeping patients longer th&t norijdfriy used to be 
sent' to the larger teaching institutions, for obvious reasons. In ad- 
dition to that, in institutions such' as the one that 1 manage, I* 
think we have e:factly the same problems, although we don't nave 
the same number of very large institutions. 

Senator Durenberger. Mr. Everhart, I take it the American 
Hospital Association position right now is sort of a no position. It is 
sort of too early, to say that there" is anything wrQng with the cur- 
rent system, and also too early to say that there ought* to be some 
changes and specifically what those changes might be. Is that cor- 
*t*rt? 

Mr. Everhart. I think that's quite accurate, Mr. Chairman. The 
fact is that a lot of hospitals in the country have just gone on the 
DRG prospective rating system the last 3 months. I think that is 
inadequate to really judge what impact that is going to have on a ^ 
lot Qf hospitals. I, for example, just went'on DRG's at the first of ' 
September. We were fortunate to have a fiscal year that begins eri 
September 1, go we have a bit of a grace period. 

But I think the other point that I would make is that we as an 
association are very much a part%>f and concerned with th£ study 
thtft the AAMA and COTl^are^doing and the* newly created com- 
mittee* there isjg^e which is supported totally by the AAHA. And I 
think we are Siting what comes out of the deliberations of that 
group as' well as what finally comes out of the Arthur Young study. 
We are very interested in that study, and We have seen prelimi- 
nary results which certainlt are not extensive enough to reach any 
conclusions from them. . *\ 

Senator Durenberger. But your association represents users as 
well as providers. And is there something going on within the 
American Hospital Association to address what could at some point 
be a potential for conflict between the institutions that are educa-% 
tors and the institutions that are users of services? Or is it ju§t— V 
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I'm trying to Lead up to asking you to respond to some of the ques- 
tions that were propose^ earlier to some of . the people, about what's 
the marketplace out there for residents and interns, and who is in 
control of the marketplace right now, and whatsis thjs negotiating 
process that I have heard about. And in v^hoee favor does it work. 
And my probl^lfc is that I sit here believing that I have been 
pretty generous with medical education. Although* it's only 25 per- 
cent this year, you can't feel the generosity yet, but -by next year 
and the year after you certainly will. [Laughter,] 

Senator Durknbeegkr. And I wouldn t want you to get the 
notion that it is going to get more generous or for the association 
to get the notion that it might get more generous beyond that 
period of time. 

Is* there not some potential for difference within the hospital as- 
sociation &s between the providers? 

Mr. Evrrhart. Oh, absolutely. The American. Hospital Associa- 
tion represents over 6,000 institations in this country, only 400 or 
so of which are the biggies in terms of the teaching hospitals, *5s 
being defined by the numbers of house officers and so on. So there 
is a real potential withii\ the AHA for all kinds of conflict. But 
then there always has been because it has represented the inter- 
city; it has represented rur^l institutions; it has represented 
chains; it has represented the for profits. It is all things >for all 
people. And I think they do an amazingly good job of synthesizing 
the heeds of those various institutions and assisting Congress and 
other public agencies in the country to arrive at some reasonable 
policy^ 

1^- But within the* AHA there are all kinds of factions, each one of 
vrtiich 4s concerned about its future, and each one of which is 
\pending a lot of time deliberating on — N * 

Senator Durenberger. I didn't want to take in factional politics 
because I assume that exists and that all the folks that we see do 
an excellent job of communicating without letting us know there 
are those factions. [Laughter.] 

Senator Durenberger. But 1 would like for you to describe for 
* us, without describing the factional politics, in an economic sense 
' the need that the 6,100 have or the 5,700 have for the 400. And just 
how that interrelationship is working today. 

Mr. Everhart. OK. I think that interrelationship is a traditional 
one, and I believe it is one that is generally accepted. The fact is 
that the teaching hospitals are the institutions which do, in fact, 
educate and train the physicians which staff -and populate the bal- 
ance of those institutions around the country. And that's part of 
our mission. It's part of our goal. It's part of the purpose that 
teaching hospitals nave. 

Sure, we transport our product. There are seven medical schools 
through the city of Chicago. There is no way that the graduates of 
those schools and the graduates of the teaching hospitals associated 
*with those schools are going to stay in Chicago or Illinois ^prac- 
tice medicine. They are, in fact, exported to the rest of the country, 
and that's part of our function. 

On the other hand, I^tfrink hospitals around the country do, in 
fact, accept and recognize "that teaching institutions, such as those 
that are represented by COGA or such as 1 those which are rej^e- 
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seated .by me, have a function of education of physicians upon 
which they are quite dependent. And that's recognized within AHA 
and its recognized within, I think, the- family of institutions that 
are our hospitals m this country. . . 

- Sena.tor^DuKENBERGER. Two things are happening, of course line' 
is we are changing the prospective payment system and we are hit- 
ting harder at the" 5,700 thert we are hitting at the 400 And also 
• thtwris this element of choice <jf health plans out there. A^'d'the 
increase in preferred provider organizations and so forth 

At spme point, it seems to me,, even in Chicago that might have 
an impact on the way Blue Cross or somebody else buys hospital 
services. At that point in time, it strikes me that it becomes an 
issue tor this o,700 to address in some way because I take it thev 
need some of the rest of these people. And yet they don't want to 
have to participate m- paying foij those services directly if they can 

\, help it. Some States, when they see this competition coming and 
.they see the cost of graduate medical education or the cost to the 
poor staring the politicians in the face, turn right around and sav 
well, we ought to solve that one. We will just add a tax to-everv 
visit to a hospital, or a tax to every visit to the doctor, or a premi- 
um tax on insurance. And then right away £he cost of getting into 
hospitals increases in order to keep seven hospitals in Chicago 
going. , 6 

Is that a lik'ely scenario? And, if so, do you know how the AHA is 
going to be able to respond to it? • 

Mr. Eveshakt Well, to answer the* second question first, I do not 
know how the AHA will respond to it. I'm not sure it's an accurate 
scenario. Certainly : hospitals such as mine are increasingly con- 
cerned about our competitive position. You are familiar with this 
dilemma in the Twin Cities .certainly. The University of Minnesota 
hospital has been slow to respond to some of the pressures for cost 
reduction and new alternative delivery systems. And as a result its 
occupancies- are a problem. An,d its costs are a problem. 

The same thing is truest h reaching hospitals around the coun- 
try I think all of us aVe experimenting with the new alternative 
systems, with PPO's, with HMO's. And we are mindful that we 
have got to be more competitive with community institutions in 
terms of our pricing policy. 

This .means that there has got to be a certain amount of downsiz- 
ing, ft means that we are going to have to reduce current levels of 
.expenditure. Its going on in every teaching hospital that I'm 
aware of. • 

And at the same time, we have to continue to offer programs 
which continue to attract patients into our particular kind of envi- 
ronment. You do that with cost competition. You also do it with 
quality. And, one of the things that doesn't get said perhaps be- 
, cause it s politically difficult to enunciate is the fact that a good 
teaching hospital attracts good physicians who in turn provide good 
medical care. And I think generally people in the communities that , 
we are serving understand and * appreciate that. And, hopefully 
over time will be able to pay some premium for that kind of qual- 
ity. 1 M 

I don't know if that answers your question. I think the AHA as * 
a body, has a real problem with its variegated constituency in 'ad- 
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dressing that issue because "there is one group that is working on. 
teachifhg problem* and anothrf that is working on innercity prob- 
lems and so on. ' v * j 

Senator Durenberger.~Two other questions, and it probably ap- 
plies to both of you. Do hospital administrators see residents as 
presenting payroll ^expense problems, collective bargaining prob- 
lems, malpractice premium problems, ancillary test add-on prob- 
lems? Aje they perceived as naying 4x down side* as well as all up 
side? v « 

Mr. Minor. 'Dave wants me to take that one first. I think^in all 
candor the answer to that, generally speaking, is "yes." I think all 
thfese issues come to bear in either every element v or specific ones 
over a period of time. 7 v 

I don't think that those thsit are contnfllable pre gding 'without 
attention, though. I know that in many of" our institutions today 
you will find specific educational programs desigaed and developed 
to make the intern and resident stay more responsible and respon- 
sive to controlling this phenomena of "over-ordering tests/' to the 
degree that that can be, done while they are still in a learning envi- 
ronment. In fact, in preparation for this meeting I read an article 
in the New England Journal of Medicine which was a highly statis- 
tical approach toward that very phenomena. Obviously, they are an 
expense. We see Ihem as an expense./ * ' * v 

I think our challenge, along with that p/f teveryone, is to get the 
most bang for the buck, if you will excuse the expression, oyt of the 
product that we produce. And this is why it's important to us that 
some of the studies are in part zeroing in not just on- the intensity 
or the severity of care, but are considering such elements as what 
types of physicians should -be trained and ynat spetific environ- 
ment should they be trained in, and in what specialty should th^y 
be trained, o^ family practice emphasis. " . • y 

So I think in answer to your question, if I have answered it, is 
that aH of those are a factor, but are being dealt with as individual 
elements of emphasis. 

Senator Durenberger. Right. 

Mr, Everhart. I think I would answer a little differently. I think , 
on balance those problems which you enunciated are on the down 
side or are balanced on the positive side by the contributions that 
house officers make. And on balance, I am_stiR, as a hospital direc- 
tor, very much concerned in trying to<find the resources to support 
that process of teaching and learning in a hospital that we know as 
graduate medical education, / 

Now, sure, we have to be concerned about witere to find money , 
to meet a pa>»olI and the numbeKS^game. And we do exercise con- 
trol on numbers and growth. 

)Sie are very much concerned about utilization review in utiliza- 
tion of ancillary services. But I-think the same utilization concerns 
apply frequently even more arduously to senior staff than they do 
to house staff. ^ * 

Malpractice, our experience, has not indicated that although they 
get involved in malpractice actions, they are not the target nor the 
cause of malpractice as nearly as frequently as other more mature * 
physicians. ^ * 

\ 
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So I think, on balance, even as. a manager and a guy concerned 
with the budget of our institution, they are a positive asset. 

Senator Durenbergek* All right. Thank you both ve*y much for 
ypur testimony, x our written testimony as well as your response to 
the questions. 

- I believe that concludes the hearing. The hearing is adjourned. 
[Whereupon, at*' 4:49 p.m., the hearing was concluded,] 
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